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You Can’t Win* 













HARLES FRANCIS ADAMS, JR., one of my favorite charac- 
= preserved with youthful pride the reactions by letter to one 
of his earliest essays for the Atlantic. One, from an unidentifiable cor- 
respondent in Cambridge, expressed a considerable degree of disen- 
chantment with the author’s effort. 






I probably should not have read the article if I had not known that you had 
written it for I did not like the title and if I had read it I should have thought 
very little about it. I should have thought “It is very well for the Atlantic, but I 
don’t care about reading the Atlantic unless I am in the cars”... . There is 
really no new light in it. This is the fault with all young men who think and 
write. They want to get to the bottom of things and make an exhaustive state- 
ment. In my themes I always arrived after the first page at the creation of the 
world and original sin. . . . In political economy no man can get at anything 
by sheer meditation. A new induction based on new accumulations of facts is 
the only way to advance.! 























If you read for “young men,” presidents of learned societies, you will 
see in part why this advice led me to observe in the dilemma of pre- 
paring an address for this occasion: Ex Cantabridgia semper lux. 

Yet I do not propose this evening to follow literally the advice of 
my unwitting inspirer. I propose to examine some of the ideas and 
policies which shaped the relationships between labor and capital in 
the decades after the Civil War. Perhaps such an examination will not 
result in a “new accumulation of facts.” For attitudes are subjective 
data—conceivably they cannot be discovered, and certainly not “quanti- 
fied,” as the phrase goes. Probably it is impossible to ascertain their 
influence. Without hairsplitting, I was able luckily to quiet my doubts 
by turning to a scriptural authority outside the Adams’ circle of corre- 





* Presidential address at the Fourteenth Annual Meeting of The Economic History Associa- 
tion, Amherst College, September 10-11, 1954. 

1To C. F. Adams, Jr., March 27, 1860 (Adams’ Papers, Massachusetts Historical Society). 
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spondents. Simon Newcomb, though he was most eminent as a mathe- 
matical astronomer, granted, when writing in the field of political 
economy where his insights were considerable, it is essential to realize 
that “the desires and opinions of men are . . . fundamental facts.” * 
Thus reassured, I determined to orient my material primarily around 
the issue of labor-union activity on the topic of wages. Though the 
discussion will necessarily involve some consideration of labor-union 
attitudes, I propose to discuss the latter largely as a reaction to employer 
attitudes. For I think in writing labor history after the Civil War too 
much space has been devoted to labor’s opinion on these matters and 
too little to that of the employing class. Suspicious Congressmen will, 
perhaps, account for this preference on the ground that Marxism and 
Marxist doctrine or an alien empiricism has destroyed the objectivity 
of writers in this field. Probably more important is the underdog 
consciousness of professorial authors and the resulting humanitarian 
preference for tle exploited rather than the exploiters. But here as 
elsewhere it takes two to make a quarrel and the attitude of employers, 
as well as of those they employ, deserves an effort at understanding in 
the light of the realization that the former’s attitude may not be solely 
compounded from sheer capitalist cussedness and a desire to maximize 
profits at the expense of human beings. 

The transformation of industry and transportation after 1860 in- 
volved necessarily the introduction of new methods of controlling and 
directing labor. First of all was the sheer fact of scale. Instead of the 
small shop or of the individual worker there was the large-scale enter- 
prise. Single railroad corporations might have by the late eighties as 
many as 36,000 employees and between 1879 and 1899 the average 
number of workers employed in single steel works and rolling mills 
mounted from 220 to 412.° The industrial recruits from farms and 
villages in this country and from abroad came with work habits 
usually miles removed from those required in these new pursuits. 
Most often they had sold once a year or oftener the things they had 
produced, an arrangement perpetuated verbally under the industrial 
discipline when a wage scale was called a “scale of prices”; if they 
had worked for money, they had worked by the day and not for the 
piece. In shop or on farms, they had set their own hours of labor and 
their own pace of effort and rest. Few facts had more significance in 





2 Simon Newcomb, A Critical Examination of our Financial Policy during the Southern Rebel- 
lion (New York: D. Appleton and Company, 1865), p. 20. 

3 Fifth Annual Report of the Commissioner of Labor, 1889, p. 15; W. L. Thorp, The 
Integration of Industrial Operations, Census, 1920, Monographs Ill, p. 61. 
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the adjustment to the new methods of industrial production than the 
labor protests over arrangements designed to secure promptness in re- 
porting for work and continuity in its performance.* Since nowadays 
the significance of anything is not appreciated unless it be dressed up 
in lingo, I will raid David Reisman for a paraphrase. The new methods 
of work could not be “inner-directed”; they were “outer-directed.” 
The difficulties and complexities of this adjustment had to be met by 
those who organized and supervised transportation and production as 
well as by those who were wage earners. 

The employer confronted a further difficulty. The transformation 
just stated took place during one of the great cyclical down-swings of 
business activity and at a time when the enlargement of the market 
by transportation and communication introduced an era of national 
competition bound to be perplexing, ruthless, and dangerous to busi- 
ness solvency and survival. In these years, for instance, the prices of 
transportation fell greatly, the cost of carrying a hundred pounds of 
wheat from Chicago to New York fell from a minimum of 43 cents 
in gold in 1865 to 1244 in the eighties, and prices of pig iron and 
petroleum declined as drastically as those of wheat and cotton. The 
answer to competition and diminished returns, many innovators 
thought, was in large-scale production or business combination. Such 
methods involved, in part because of the technological advances and 
the substitution of indirect for direct production, a great increase in 
the fixed costs of production. Contemporaries in the period were most 
impressed by this phenomenon in the case of the railroads; their at- 
tempts to draw a distinction between them and other business enter- 
prises seem in retrospect a naive blindness to the wider economic trans- 
formation taking place. 

The visible result of these changes and events was the accumulation 
of great fortunes to which the celebrants of the robber barons have 
paid ample attention. It is far from clear that holders of capital as a 
group participated in these golden returns. It is hard to say how they 
fared, since statistics of the American past have in general paid more 
attention to wages than to the returns of capitalists. Nonetheless ac- 
cording to the indexes compiled by the Cowles Commission for Re- 
search in Economics, the interest received on a bond investment of 
$1,000 made in 1871 sank somewhat from that date to 1900; the divi- 


4 Eleventh Annual Report of the [Massachusetts] Bureau of Statistics of Labor, January 1880, 
pp. 9-14; Labor and Capital, Investigation of Senate Committee on Education and Labor, 1885, 
I, 8-9. 
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dend income received on a common stock investment of $100 made in 
1871 fluctuated, of course, very wildly; from a peak of 8 per cent in 
1882-1883 the line fell nearly to 5 per cent in 1897.” Erosion of this 
sort may have sent the minds of capitalist employers back to their 
college courses in economics, for it has now been demonstrated that 
entrepreneurs did not rise from the poverty of bootblacks or ragpickers 
but that they usually came from families of means and went to col- 
lege. There in all probability, if they studied political economy or eco- 
nomic science, they read the popular texts of Francis Bowen and 
Arthur L. Perry. With differences in emphasis and exceptions, both 
united in believing that wages and profits bore an inverse relationship 
to each other and that “high wages and high profits are incompatible.” ° 
Of the two I would like particularly to emphasize Arthur Perry for 
those of you who doubt Thetford, Vermont, is the hub of the his- 
torical universe. Arthur Perry was a charter member of the larger 
Thetford in-group, since before going to Williams College as student 
and professor he was educated at Thetford Academy. In his Principles 
of Political Economy he examined the arrangement of things “in this 
good world of ours.” He declared: 





It is out of the return-service received from the sale of commodities produced 
jointly by the capitalists and laborers that both wages and profits must ulti- 
mately be paid. There is no other possible source of them. When the Market 
fails, everything fails that leads up to a market. Particularly fails the Demand 
for laborers for the next industrial cycle, and of course drops also the prospec- 
tive wages for that cycle.” 


“Strikes,” since they involve duress by combination and conspiracy, 
“are an outside and irrelevant remedy for low wages.” All this is in 
accord with the “same old laws of God laid down at once in the consti- 
tution of things and in the constitution of men.” 

These aspects of theory and actuality, in addition to others which this 
paper does not propose to explore, shaped the attitude of employers 
to labor unions and to labor-union activity which would by its de- 
mands at first or second hand increase the costs of production. The 
employers, correctly or not, said to the unions that they could not af- 


5 Alfred Cowles 3rd and Associates, Common Stock Indexes (Bloomington, Ind.: Principia 
Press, 1939), pp. 62-63. 

6 Francis Bowen, American Political Economy (New York: Charles Scribner’s Sons, 1885), 
p. 207. 

TA. L. Perry, Principles of Political Economy (New York: Charles Scribner’s Sons, 1891), 
PP. 195, 237, 264. 
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ford to grant the latter’s demands and that in asking for increased 
wages and striking in their behalf “You can’t win.” This prediction of 
failure was not based upon an estimate of the relative strengths of the 
contestants or upon the often asserted inequity of workers interfering 
in the conduct of their employers’ business.* Arguments such as these 
employers used when working each other up to resist some labor 
union’s demands or employed in learned counsel’s briefs before the 
courts, to work up the judges to declare some labor statute unconstitu- 
tional. The resulting ultimatums and decisions, I suspect, historians 
of economic thought have spent too much time reading, partly because 
of the customary political orientation of history as a discipline and 
partly because collected decisions are almost universally and quickly 
available for perusal. There were plenty of spokesmen for businessmen 
who granted the right of workers to unite and to leave work in a 
body if their demands were not met.? To have denied this right at a 
time business itself was combining would have introduced a contra- 
diction employers were generally smart enough to avoid. Rather the 
workers were met with the argument that a compliance with their 
demands was impossible. “We are selling too closely, competition is 
too great, it is not zm the business.” *° As Joseph Medill, the self-made 
owner and editor of the Chicago Tribune put it: 





I think that if the laboring classes of the United States—the mechanics espe- 
cially—could be brought to see that under the fixed laws of trade, of supply 
and demand, the employer has really little more control over prices than over 
the winds and the weather, the largest possible good would be done; for if the 
mechanics saw they were really, as a whole, paid about as much as it is possible 
to pay them they would then yield to the inevitable . . . In my newspaper, 
and in personal discussions, I have tried in my small way to get them to see 
that in a country where competition in trade has free play and full operation, it 
really fixes the maximum price on the whole for wages. . . . I have tried to get 
this further idea into their minds; that no man is carrying on manufacturing 
from motives of benevolence purely. He has behind his motive gain, and if he 
does not see a reasonable prospect of making a satisfactory profit on his invest- 
ment he will quit the business and not seek its dangers and losses. I have tried 
to teach those lessons, and I have endeavored to show that every strike, even if 
successful, costs more than it is worth; and, if unsuccessful, the loss falls chiefly 
on the workmen, and nobody gains. It is a species of civil war every time. I 
have tried to teach the workingmen another lesson; that it is not even to their 


8 Labor and Capital, 1, 633, 911. 

9 Ibid., Il, 333, 338. 

10 Jbid., 11, 640-41;Official Journal of the Cigar Makers’ Union, October 10, 1880, December 
15, 1882, January 15, 1883. 
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interest to force the employer to give up substantially all his profits, or to keep 
only a small reserve; that that is a foolish policy, and that the effect of it is to 
prevent the employer enlarging his business and thus hiring more men; that 
in this country the rule is if a man makes money in his business he usually puts 
it back into his business, in order that it may grow and he could not make it 
grow without hiring more men. . . .14 





But the employer, of course, was hardly able to remain a mere road- 
block across the changing conditions of the post-Civil War. If he 
could not raise wages, perhaps he could do something to reduce the 
workingmen’s expenses and thus elude the pincers of lowered prices 
for his own products and demands for increased wages from his 
workers. Such a positive program seemed peculiarly feasible because 
entirely aside from theory about subsistence wages it had frequently 
been the practice to proportion wages directly to the cost of living. 


Before the Civil War, for instance, the price of a barrel of flour is known to 
have measured pretty accurately, throughout the country, the average weekly 
rate of unskilled day laborers; and in the case of one of the largest corporations 
in the middle states, the principle was specifically established that the weekly 
wages of common laborers in their employ should always be made equal to 
the varying cost of one barrel of flour per week.}* 


At least such was the assertion of David A. Welles, then. serving the 
national government as Special Commisioner of the Revenue. His de- 
tailed analysis of the factors which were a necessary prelude to the 
dominance of the United States as an industrial producer stressed that 
wages in the United States must be low enough to enable American 
industries to compete with those of Great Britain, and the way to in- 
crease the real value of wages was to reduce the cost of commodities.”* 
This invitation to deflation naturally injured agricultural producers 
and it was politically unfeasible. It was better, therefore, to discover 
other means of reducing the wage earner’s costs. One was cheaper 
transportation and in many an article with wearisome reiteration Ed- 
ward Atkinson, cotton manufacturer and a “capitalist arithmetician,” 
showed how a reduction in transportation costs would make bread 
less dear.”* 

11 Labor and Capital, II, 992, 993. 

12 “Report of the Special Commissioner of the Revenue,” House Documents, 40th Cong., 
3d Sess., no. 16 (s.n. 1372), p. 18; zbid., 2d Sess., no. 81 (s.n. 332), p. 29. 

13 Supra, note 12; The Commercial and Financial Chronicle, XXIl (1876), 5; Labor and 
Capital, Il, 1135; W. M. Evarts “State of Labor in Europe,” House Executive Documents, 
49th Cong., 1st Sess., no. 5 (s.n. 1875), p. 38. 


14 Tabor and Capital, Il, 231; E. C. Kirkland, Men, Cities and Transportation (Cambridge: 
Harvard University Press, 1948), I, 417-18. 
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Nor were the laborer’s habits of consumption exempt from notice 
and censure. He wasted his wages. The most conspicuous example was, 
of course, drink. Drunkenness was a class-connected phenomenon. 
Nothing is more revealing in this connection than the impetuous facil- 
ity with which writers made this assumption in their arguments from 
analogy on almost any question. Thus Adams discussing the resump- 
tion of specie payments concludes: 





To grant to any earthly power the legal right, under any circumstance, to issue 
notes which it is not obliged to pay in coin, and to expect this right not.to be 
abused, is like putting an open cask of wine before a thirsty laborer, with the 
expectation he will confine himself to a single glass.’° 


The experts in the temperance movement of the era proceeded on the 
assumption that drinking was a working class phenomenon. Miss 
Frances E. Willard, high priestess of the National W.C.T.U. who cer- 
tainly thought she knew what she was talking about, sought to de- 
scribe “the way in which we try to reach the inebriate class which is, 
of course, largely the laboring class.” ** Employers then contributed 
spiritual assistance and financial aid to temperance agencies to abate 
this waste. Sometimes the problem loomed larger. The workers wasted 
their substance not only in saloons but also in the home—or at least 
their wives did. Edward Atkinson, the zealot of figures, announced 
that the “ignorance of the simplest household arts is a heavier tax on 
production than the entire costs of railway service.” The schools should 
pay less attention to mental training and substitute for this “mental 
rubbish” instruction in making bread.” In the end, therefore, the em- 
ployer to keep his hands from striking for higher wages was drawn 
into the saloon or found himself bending over the cook stove in a 
worker’s tenement. 

To these arguments the employee naturally had to respond. He 
could deny their factual basis in detail. Workmen were not drunkards; 
the employing class “drank as much champagne as the workingmen 
drank lager beer,” asserted John Jarrett, president of the Amalgamated 
Association of Iron and Steel Workers of the United States.’* But such 
tu quoques were but partial answers. The real issue remained: Could 
the employers afford to pay higher wages out of the accumulations and 


15C. F. Adams, “Our Financial Future,” North American Review, January 1866, p. 106. 
16 Labor and Capital, Il, 959, 1227. 

17 [bid., 11, 233-34. 

18 Jbid., Il, 646, 1164. 
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profits from their business? The most unequivocal affirmative to this 
question was based upon matters of right. The employers were not 
entitled to profits, for labor was the source of all wealth and all the 
returns from production belonged to the producers.” Property was 
labor. From the preambles of constitutions of labor unions, from the 
“whereas” resolutions of many a labor gathering, from the flood of 
agitational periodicals and utterances, this conventional assertion grad- 
uated to the realism of concrete policy in labor’s program for co- 
operative enterprises in distribution, and, more to the point in hand, 
in production. Though there were many reasons for labor’s continued 
attention to co-operation in the post-Civil War years, the desire to 
secure for “producers” the fruits of “production” was not the least. 
These radical proposals won a large degree of support from conserva- 
tive opinion. E. L. Godkin, editor of the Nation, a periodical after all 
founded and financed by Henry Villard, railroad promoter of the 
Northwest, felt that on balance unions had more disadvantages than 
advantages; but he also disliked the wage system. He believed the 
only alternative was to escape from the wage system into co-operative 
production where every man was a capitalist.” The failure of the co- 
operative system to take hold in America has usually been treated by 
labor historians in terms of the fate of the few specific enterprises of 
this kind which were attempted. Probably just as important was the 
fact that, in a country in course of industrial development like the 
United States, the social mobility from the class of wage earners weak- 
ened that feeling of class status essential to the success of co-operative 
enterprises; and the triumphs of development accomplished by invest- 
ment and management were so clear and the necessity for capital and 
capitalists was so obvious that to assert labor was the only source of 
production was to assert something that was obviously contrary to 
fact. 

That of course did not mean, necessarily, that labor did not combat 
the dogma “you can’t win” and the reasoning lying behind it on the 
ground of right and justice. “I claim that the profit to the capitalist 
should not be taken into consideration at all in determining the price 
of labor. . . . We claim the right to ask such wages as we think our 
services are worth, without any reference to the dividends on the 





19 Official Journal of the Cigar Makers’ Union, November 1885; Labor and Capital, 1, 138, 


75+ 

20 FE. L. Godkin, “Cooperation,” North American Review, January 1868, p. 153; “The Labor 
Crisis,” North American Review, July 1867, pp. 180 ff.; Simon Newcomb, “The Labor Ques- 
tion,” North American Review, July 1870, pp. 122 ff. 
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stock,” declared John L. McClelland, telegraph operator, to a Senate 
committee.” But it would appear that such demands were atypical. 
More customary in American labor thought was the attitude expressed 
in a communication in the early eighties to the Official Journal of the 
Cigar Makers’ International Union, the trade-union that Adolph 
Strasser and Samuel Gompers were developing as a model and nucleus 
of practice and ideas for the later American Federation. The writer 
said: “In the abstract it is easily enough seen that strikes cramp pro- 
duction, derange commercial functions, diminish the wage fund and 
impoverish the country. The capacity to increase the laborer’s wages 
is unquestionably diminished by every strike. This truth stands forth 
. . . clearly in political economy.” ” In phraseology and thought this 
statement echoed The Commercial and Financial Chronicle.** In de- 
tail the labor unions in their policy and tactics showed they hearkened 
to the lesson. 

It was so in the case of the tariff. Though exceptional voices char- 
acterized the theory that the protective tariff raised wages as “taffy,” ** 
labor followers and leaders from the cotton mills of New England to 
the iron mills of Pennsylvania and in the cigar shops of New York 
City endorsed “the logic” and the practice of protection. The question 
in their minds was who got the surplus the tariff offered. To make 
sure that the “somebody” who did was the workers, strong unions were 
necessary.” 

Among aspects of union policy revealing the acceptance of the em- 
ployers’ argument was the deduction from experience that strikes 
were a failure in times of depression and likely to be successful in times 
of prosperity; at the latter time the employers could afford to pay 
high wages. Occasionally the generalization that wages must depend 
on prices and profits was embodied in concrete procedures.”* Accord- 
ing to the president of the Amalgamated Association of Iron and Steel 
Workers, representatives of the union met annually with the employ- 
ers and drafted a scale of wages based on the market or selling price 
of the commodities they manufactured.’ Other more explicit connec- 
tions were found among the seamen of the Great Lakes where the 





21 Labor and Capital, 1, 211, 212; The Commercial and Financial Chronicle, XXV (1877), 73. 
22 Official Journal of the Cigar Makers’ Union, October 1883, May 1877. 

23 The Commercial and Financial Chronicle, XXV (1877), 148. 

24 Labor and Capital, 1, 614-15. 

25 Ibid., 1, 696, 1122-23; Il, 9; Official Journal of the Cigar Makers’ Union, December 1884. 
26 Official Journal of the Cigar Makers’ Union, August 1882, June 1883. 

27 Labor and Capital, 1, 1119. 
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union raised or lowered its demand for wages by a sliding scale as 
freights went up or down. In many coal mines a co-operative contract 
between operator and miner provided that the coal miner in addition 
to a certain minimum payment per bushel was to receive “one half 
the price the same sells for in market after deducting cost of transpor- 
tation.” In short the escape clauses of that era did not base wages upon 
the cost of living for the worker but upon the profits of the em- 
ployer.”* 

Factually, of course, strikes could not be successful unless the union 
had a knowledge of the state of trade, and wages based upon prices 
and profits were impossible unless the workers knew the profits. God- 
kin pictures the ideal: 





The more excellent way, and that to which we believe and trust we are com- 
ing, for the decision of what the rate of wages ought to be, would be for the 
capitalist to take the laborer into his counting-room, and show him his books, 
reveal to him his rate of profit, and prove to him that he could not afford to 
give more to his labor than he was giving. But this would be a formal ac- 
ceptance of a theory of the relations between labor and capital which, until 
very recently, the capitalist has always scouted.?® 


Short, then, of this lion-and-lamb understanding which admittedly did 
not exist, the only way labor could answer the plea of employers that 
higher wages were “not im the business” was to compel a disclosure 
of the employer’s profits. This was one of the objectives that labor 
had in mind in the seventies and eighties when it was pressing hard 
for the establishment of bureaus of labor or labor statistics by the states 
and also by the central government. “The legitimate aim of the Labor 
Bureau,” wrote Terence V. Powderly, master workman of the Knights 
of Labor, 


is to ascertain beyond the shadow of a doubt what the earnings of labor and 
captial are in order that justice may be done to both, in order that unscrupulous 
employers will not have it in their power to rob labor of its just dues and take 
all the profits of the combination of labor and capital for their own aggrandize- 
ment.° 


One of the pathetic ironies which dot the history of labor’s aspirations 
occurred when Carroll D. Wright, head of the Massachusetts Bureau 


28 [bid., 1, 426, II, 341. 

29 Godkin, “The Labor Crisis,” North American Review, July 1867, p. 191. 

30 Terence V. Powderly, Thirty Years of Labor (Philadelphia, 1890), p. 60; Labor and 
Capital, 1, 245, 762. 
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of Statistics of Labor, the first in the country, published in 1880 his 
report, “Study of Strikes in Massachusetts,” demonstrating statistically 
that “strikes generally prove powerless to benefit the condition of the 
wage classes” and adopting as explanation the analysis which the em- 
ployers of the Medill school had repeated.** Labor was also converted 
to the idea of arbitration in part because the arbitration process would 
reveal in an authoritative manner the profits and hence the wage- 
paying capabilities of their employers. The president of the Amalga- 
mated Association of Iron and Steel Workers believed that arbitration 
would avoid strikes because “directly the capitalist shows the working- 
man that he can afford to pay only so much, there is no trouble in 
settling the difficulty.” ** Under compulsory arbitration workers thought 
they detected a way in which, to use Walter Reuther’s phrase, they 
could “get a look at the books.” 

The intense bitterness of labor-capital relationships in the period 
between the Civil War and the twentieth century often attracted the 
startled attention of visitors to American shores and troubled the dreams 
of timid Americans with the fear of riot and revolution.** The causes 
of this bitterness have frequently been ascribed to the “exploitation” 
of American labor during this period. An examination of the condi- 
tions of American labor on any comparative basis of geography or time 
would reveal the inadequacy of this explanation. Conceivably the ex- 
plosive character of these relationships was in part due to the fre- 
quently repeated dictum of the employers that labor-union activity 
was bound to lose, that workers cannot win, that all this was ordained 
by natural laws about which man can do as little as he can do about 
the wind and the weather, to return to Joseph Medill’s quotation. An 
attempt on labor’s part to demonstrate the contrary was bound to be 
volcanic. The reliance upon natural law, an ingrained feature of the 
decades under survey, even contemporaries recognized might be dan- 
gerous. If natural law could not work out to goals which people re- 
garded as equitable, 





if it be true that the growing pressure of industrial life organizes poverty as 
well as profits, then the holders of the latter have a serious task to meet, a 
vital problem to solve. It is nothing less than the maintenance of order amid 
the growth of a keen sense of personal injustice. If the laborer is not to revolt 


31 Eleventh Annual Report of the [Massachusetts] Bureau of Statistics of Labor, January 1880, 
pp. 65-71. 

32 Labor and Capital, 1, 1151; Official Journal of the Cigar Makers’ Union, October 1883. 

33 Robert W. Smuts, European Impressions of the American Worker (New York: King’s 
Crown Press, 1953), p. I. 
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when penury is declared to be the remorseless fate that pursues him, take care 
not to learn him the alphabet. If you do, be sure that he is made to know that 
the rich man feels he is only a steward to alleviate and relieve, not a master to 
grind and oppress.34 





Were there other ways around natural law than the policy of ignorance 
and indoctrination thus realistically proposed? The correspondent to 
the Cigar Makers’ Journal, whom I have already quoted as accepting 
the case that strikes are damaging, went on to add: 


Wages are not solely dependent upon the employer’s capability to pay. These 
only go as high as the mechanic can make them go, and sink as low as men, 
women, and children can be found who will take them. It is not because the 
employer cannot give more (in some instances) that he resists a strike, but be- 
cause he feels he is under no obligation to give more. The men who point to 
the losses engendered by strikes as argument against union action innocently 
perpetuate the Irishman’s bull, what is the use of wasting powder and shot on 
the bird, the fall would have killed him. Hawks do not fall without powder 
or shot, nor do employers pay what they are able without a system that compels 
them.®5 


In short the doctrine of self-help, as widespread with workers as with 
employers, operating through common action could bend the bars 
of the law of wages enough to let the worker escape from ‘the cage 
of natural law. The realism and the humor of this statement, typically 
American, found a way to avoid the inevitable of “either-or” and dis- 
cover that saving ground in which human choices and activity can 
operate. 

Epwarp C. Kirxianp, Bowdoin College 


34 Labor and Capital, ll, 462. 
35 Official Journal of the Cigar Makers’ Union, October 1883. 







































Some Theoretical Aspects of 
Economic Development 


HILE the problem of economic development long has been a 

standard topic for economic historians, it has not been until re- 
cent years that most other modern economists have displayed a more 
than casual interest in this subject. Two sets of factors have been par- 
ticularly important in stimulating this new activity. The first, of course, 
concerns the ever-increasing efforts being made to accelerate economic 
development in the so-called “backward” regions of the world. Since 
World War II a number of the countries in the economically backward 
list have received either complete political independence or a much 
greater degree of freedom. And one of the major ways they are using 
this new freedom of action is to plan and undertake extensive govern- 
mental development projects. For rightly or wrongly most of these 
countries feel that their former rulers thwarted the type of economic 
development most beneficial to the native population, and they are 
almost fanatically anxious to remedy this condition. 

In pursuing their development goal naturally the question arises 
about the most efficient manner of carrying out their programs. We 
know from other fields that to answer this question properly we must 
go deeper than the practical plans themselves and explore the basic 
principles involved. In other words, we need a theoretical groundwork 
to guide our developmental planning. 

The other encouragement to economists to study economic develop- 
ment relates to a problem associated with more developed nations 
such as the United States and the United Kingdom. This is the prob- 
lem of maintaining a satisfactory rate of growth. During the 1930’s 
and for much of the 1940’s economists quite understandably were in- 
clined to concentrate upon the short-run problem of the business cycle. 
Lord Keynes’s famous statement, “We are all dead in the long-run,” 
was translated into the policy advice that we should concentrate upon 
short-run problems; the long run would take care of itself. But now 
that we have lost some of our depression bias, we have begun to put 
long-run problems back into the place of importance that they right- 
fully occupy. One result has been that an extensive literature of what 
is called “growth economics” has appeared within the last few years. 
It is really part of the larger topic of economic development. 
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I 


A key to better understanding and appraising of the past and present 
contributions of economic theorists to the development problem is the 
divergence among these writers concerning the generality with which 
they viewed the topic. Because of the widely different assumptions of 
those fundamentals of development that are chosen as variables and 
those that are accepted as given data, writings on the general subject 
of economic development often seem to bear little similarity to one 
another. Four theories of economic development—the classical, neo- 
classical, Marxian, and Schumpeterian models—illustrate how differ- 
ently the topic can be approached. Since these theories constitute the 
major attempts of former economists to grapple with the problem, 
this discussion also will provide a brief review of the material that 
serves as the foundation for much of the modern discussion of develop- 
ment theory. 

Take the matter of the differences in approach among these theorists 
with respect to the important sociopolitical forces that affect a nation’s 
development potential. In studying such classical writers as David 
Ricardo and John Stuart Mill or neoclassical economists such as 
Marshall, Wicksell, and Walras, one immediately realizes that he is 
dealing with models whose sociological and political assumptions im- 
plicitly are tailored to the favorable environment of Western Europe 
and of Great Britain, in particular, at the time these men wrote. 

In both these schools of thought, the existence of a capitalist class, 
which sparks the process of economic development, is assumed at the 
outset of the analysis. It is a frugal, industrious, somewhat self-sacri- 
ficing group, intently interested in economic progress, which dutifully 
reinvests most of its income for the purpose of further capital accumu- 
lation or which can be induced to do so by a slight change in the rate 
of interest. This capitalist class is free of customs that might hamper 
its belief in the desirability of progress and its ability to carry it out. 
Furthermore, its members are assumed to possess the administrative 
and organizational technique necessary to undertake modern capital- 
istic production. Nor is the group fettered by governmental authority. 
In truth these are the people who are assumed to control the political 
system, and this is a system where a stable, responsible, laissez-faire 
government prevails. Favorable economic institutions such as a sound 
banking system, organized capital markets, and laws protecting the 
rights of private property are also taken as given. 
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When one considers the present conditions of some of the countries 
of Africa and Asia where the absence of these favorable factors seems 
to be of the greatest importance in accounting for the retardation of 
these areas, it is not hard to understand the limited applicability of 
such Western theories. 

Certainly we cannot say that the classical economists, and, even more 
so, the early neoclassical writers, disregarded sociopolitical factors. But 
I think it is fair to say that they minimized their significance. For one 
does get the feeling from their writings that any region that possesses 
the requisite natural resources eventually will pass through a develop- 
ment phase somewhat similar to Great Britain’s industrial revolution. 
Such an optimistic outlook is not held by very many economists work- 
ing on the problem today. And a major reason for the abandonment 
of such a view is a greater appreciation of the difficulties in overcoming 
some of the sociopolitical obstacles to development. 

In Marx, of course, we find an opposite extreme in the treatment 
of sociopolitical elements. These factors are themselves variables that 
depend upon underlying economic elements, and as such enter into 
the analysis in an essential manner. 

In the Marxian system, as the underlying economic factors, that is, 
the material forces of production, change, a definite class structure 
evolves and with it a unique set of cultural manifestations. However, 
eventually the changing forces of production come into conflict with 
the existing relations of production. Instead of continuing to act as 
forms of development for the productive forces, these property rela- 
tions now turn into fetters. The resulting social revolution produces 
a new mode of production from which another cycle begins. 

This theory provides a neat and simple framework for a detailed 
analysis of any particular development period. Like all single factor 
theories it has the appeal of simplicity and generality. But as every 
economic historian knows, this is a multifactor world, and truer though 
less spectacular explanations involve a recognition of complex inter- 
actions among many variables. In Marx, it is hard to understand the 
reasons for the ever-autonomous change in the material forces of pro- 
duction. Whether the relations of production are fetters or forms for 
their development, the material forces still change. But surely there 
is a two-way causal relation between these economic forces and the 
general sociopolitical environment. Sociopolitical factors cannot be 
minimized, but on the other hand they cannot be treated merely as 
variables dependent on economic forces. 
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Joseph Schumpeter took an approach with respect to sociological 
factors that lies between the classical and Marxian positions. According 
to Schumpeter, successful economic development depends upon the 
presence of a specially motivated class which is directly concerned with 
the accumulation process. This is the entrepreneurial class—those who 
undertake new combinations of the factors of production. Under the 
classical and neoclassical schema, capital accumulation is a rather rou- 
tine affair. Capitalists carefully calculate expected profit rates from 
the abundant list of available projects, weigh these profit rates against 
the going rate of interest, and then make their decision on which 
project to undertake. But Schumpeter believed economic development 
is not a smooth and continuous process. It occurs by discontinuous 
spurts, with new combinations of the productive means leading the 
way. Under these conditions where great risk and uncertainty are in- 
volved, careful economic calculation is impossible. The presence of a 
special group, the entrepreneurs, who are motivated by such non- 
hedonistic ends as the joy of creating, the desire to test one’s self in 
the competitive battle, and the wish to build a private dynasty, is 
necessary to lead the development process. 

Schumpeter’s analysis represents an outstanding illustration of combin- 
ing sociological and economic factors in a development theory without 
either minimizing the importance of sociopolitical elements or becoming 
enmeshed in an attempt to explain almost every aspect of human action. 

Not only are there marked differences among theories of economic 
development concerning their treatment of sociopolitical factors, but 
there is also considerable divergence in the handling of the narrower 
economic forces involved. 

For example, the classical theory, whose most rigorous exponent is 
Ricardo, first of all studies an economy whose resources largely are 
engaged in agriculture. This is in direct contrast to the other models 
mentioned, each of which visualized a predominantly industrial econ- 
omy. As is familiar, the two essential principles of the Ricardian sys- 
tem are the law of diminishing returns and the Malthusian principle 
of population. Productivity increases by means of technological prog- 
ress are minimized—another great contrast with the other theories. 
Ricardo’s view of the law governing population is the crude idea that 
population increases whenever per capita income surpasses some cus- 
tomary, near-subsistence level. 

With these two concepts as the foundation, Ricardo spins his in- 
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genious theory of development whereby growth in the national product 
is halted because a distribution of the national income results that is 
unfavorable to further progress. 

The analysis runs as follows: With a rate of profit somewhat above 
zero, capitalists are induced to save and reinvest most of their incomes. 
As these capitalists compete against one another in an effort to ex- 
pand production, the wage rate increases (assuming for the moment 
a given population) and the labor group thus secures a relatively more 
favorable position. 

Gradually, however, the population demon takes over. Assuming 
the workers originally were receiving their “natural” wage, the rise 
in wages above this level stimulates a population increase. In their 
budgets, parents substitute the food necessary to feed their additional 
children for the comparative luxuries they have been enjoying. Conse- 
quently, there is a shift toward more agricultural production. 

Again, assuming for explanatory purposes that the wages fund does 
not become any larger through further capital accumulation, the 
eventual entrance of these children into the labor market decreases the 
wage rate. However, the population is unable permanently to increase 
enough to force the money wage rate back to its initial level. The 
enlarged demand for food can be supplied only at increased costs be- 
cause of diminishing agricultural returns. Consequently, since the price 
of food rises, the workers must spend more on food to secure their 
customary standard of living. The larger absolute money wage rates 
of the laborers are exhausted on the necessities of life before they can 
increase permanently their numbers proportionately to the initial in- 
crease in the wages fund. 

Thus, the wage rate in real terms returns to its customary, near- 
subsistence level. However, the rate of profit declines. For, although 
the rise in agricultural prices increases the sales value of the agricul- 
tural output from any unit of labor and capital employed in agricul- 
ture, rent also rises and absorbs this increase in the value of the output. 
The capitalist, therefore, is left with the same money sum as before 
to distribute between the labor and the capital in any productive unit. 
But since money wage rates have risen, there is less left to the capitalist 
and the rate of profit declines. 

This process of capital accumulation continues until finally the rate 
of profit is driven to a near-zero level—at which point capitalists cease 
to save. Rents become very high, but Ricardo assumes that the landlord 
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group does not save. A stationary economy with no further develop- 
ment is the eventual state of affairs. 

This theory, like any, is only as good as its assumptions, and the two 
crucial ones have not proved to be very useful in analyzing actual 
Western growth. Technological progress has been the essence of West- 
ern growth, while the actual population changes cannot be explained 
by such a simple theory as the Malthusian one. However, the analysis 
does seem to have some relevance in explaining certain aspects of de- 
velopment in many of the backward regions. The assumptions of the 
lack of technical improvements and a population that seems to be 
kept in check by a subsistence income do hold to some extent in these 
regions so that the classical model does provide at least a partially useful 
framework for investigation. 

In the West, the great influence of the classical model has been to 
focus attention upon the importance of the process of capital accumula- 
tion for economic development. This is the economic relationship upon 
which the neoclassical theorists dwell. They abandoned the simple 
Malthusian principle of population and considered population changes 
as determined by forces outside their scope of study. These writers also 
shifted their attention away from the agricultural sector and the sig- 
nificance of a fixed supply of land, and concentrated upon accumula- 
tion within the industrial sector of the economy. 

The most elegant formulation of their theory of capital accumulation 
can be stated when a given population and state of technology is as- 
sumed. Under these assumptions the rate of interest is the crucial factor 
in the accumulation process, since it plays a central role in determining 
for an economy its volume of saving and investment. As the highest- 
yielding capital projects on the horizon of diminishing investment 
opportunity are completed, the continued act of saving lowers the 
rate of interest and allows further more capital-intensive methods 
of production to be undertaken. Meanwhile, per capita income rises 
as the capital stock grows in relation to the given population. Eventu- 
ally, however, as poorer and poorer investment projects are completed, 
the rate of interest is driven to such a low level that saving is discour- 
aged. A stationary state similar to the classical vision is produced with 
the entire national income being consumed. 

If a rate of population growth equal to the change in the capital 
stock is put into the model, the pre-existing pattern of production 
merely is enlarged—per capita income and the rate of interest remain- 
ing constant. The capital stock must increase faster than the popula- 
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tion if the rate of interest is to fall, and thereby induce more capital- 
intensive investments that will raise output per worker. Thus, the 
neoclassical writers envisioned long-run increases in per capita income 
as a race between population growth and the accumulation of capital. 

This analysis loses much of its strength once technological progress 
is admitted into the scheme—as surely it must. For then shifts in the 
entire horizon of investment opportunities, which are caused by tech- 
nological changes, become the important factor influencing capital 
accumulation. Furthermore, in an uncertain world characterized by 
rapid progress, the risk element is likely to be far more important than 
the interest rate as an element to be considered by investors. 

By and large the neoclassical theorists recognized this. It left them 
in the dilemma in which economists still find themselves today when 
discussing development. The so-called “heavy” factors influencing 
economic development, such as population, capital, and technology, 
are determined to a large extent by forces generally considered out- 
side the realm of economics. Population shifts cannot be tied to per 
capita income in any simple manner; the importance of the rate of 
interest on accumulation of capital does not seem great; and finally 
technological progress does not occur automatically nor can it be re- 
lated to any single economic variable. 

One result of this discouraging picture was that neoclassical econ- 
omists tended to turn their attention away from the general problem 
of economic development. They concentrated on short-run problems 
associated with achieving an optimum allocation of given resources 
within a constant state of technique. When these writers did examine 
actual developmental history, the discussion often amounted to little 
more than a story enumerating various inventions, changes in popula- 
tion, institutional developments, and so on. 

Besides Marx, Schumpeter was the one outstanding economist of 
this era who directly tackled the problem of formulating a theory of 
economic development. He took a somewhat different tack than the 
neoclassical tradition. First, as previously mentioned, he emphasized 
what he considered a basic and essentially economic aspect of growth; 
namely, the act of innovation as carried out by the entrepreneurial 
group. Secondly, in tracing the process of economic evolution, he 
turned away from the neoclassical tradition of thinking of economic 
functions as continuous and thereby concentrating upon marginal con- 
ditions. By recognizing the great significance of discontinuities and 
inequalities for an understanding of economics, Schumpeter began to 
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break a weighty yoke of neoclassical thinking that hangs all too 
heavily even today. Thirdly, Schumpeter tried by means of his analysis 
of business cycles to link the short run and long run together in an 
essential manner. And finally, by introducing the banking system as 
an integral part of economic evolution, he attempted to relate the 
monetary and real aspects of growth much more meaningfully than 
the neoclassical theorists. 

A brief description of Schumpeterian progress is as follows. For ex- 
planatory purposes the process begins at the stationary state of the neo- 
classical writers where there is no saving. However, there do exist 
potentially profitable opportunities that only await recognition by far- 
seeing entrepreneurs. When these opportunities are grasped, the entre- 
preneurs obtain the necessary funds by borrowing from the credit- 
creating banking system. The rate of interest is merely a cut of the 
innovators’ potential profits. With this credit the entrepreneurs secure 
the necessary productive means by bidding up their prices. 

The entrepreneurs spark the upward surge, but are soon followed by 
a swarm of imitators who are attracted by the profits that the early 
leaders begin to make. Speculative investments may also be induced 
from the initial price rise. However, eventually, a greater and greater 
volume of output appears on the market as more innovations are com- 
pleted, and there is a tendency for the price level to drop. This price 
decline is reinforced by the repayment of bank loans by the entre- 
preneurial group. Furthermore, the impact of the innovations in the 
market causes what Schumpeter termed “creative destruction.” Old 
firms with old products and methods of production are driven into 
bankruptcy or to places of less importance in their industry. 

All these occurrences bring an air of uncertainty into the picture. It 
becomes more difficult for potential entrepreneurs to calculate future 
costs and prices. This tends to bring the innovation process to a halt 
and a return to a new, higher, stationary equilibrium. But the presence 
of a secondary speculative wave superimposed upon the primary in- 
novating upswing can result in abnormal liquidation, which tempo- 
rarily carries the system below the new equilibrium into a depression. 
However, eventually the new neighborhood of equilibrium is reached 
and the stage is set for another innovation cycle. 

Schumpeter’s contribution was to construct a more realistic model of 
development than the neoclassical one. It may be a limited theory of de- 
velopment, but I would say Schumpeter’s own attempts at historical veri- 
fication are much more successful than the usual neoclassical historical 
study. 
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II 


The same type of wide variability in approach that is illustrated by 
the four schools just discussed is also found in the modern literature 
on the subject of economic development. Many of these recent writings, 
in fact, are based upon the viewpoint of one of the above-mentioned 
great schools of thought. 

However, before presenting a classification of various theoretical 
approaches, a brief discussion of the literature dealing with general 
methodological matters is necessary. For, quite correctly, much of the 
recent writing in this area has been in the nature of clearing the 
ground for more intensive investigations. For example, there have been 
several notable attempts to set down in a rigorous fashion the many 
factors that determine economic development. Clearly, before we can 
be very effective either on a general or a more modest level of study, 
_ we must have a comprehensive—and even more important—a man- 
ageable scheme within which to carry on our investigations. W. W. 
Rostow’s list of propensities and J. J. Spengler’s writings are illustrations 
of this type of effort.’ Closely related to this work have been the many 
discussions connected with the definition and measurement of eco- 
nomic progress. 

Another methodological matter that is particularly worthy of note 
is the application of the modern methods of dynamic analysis to the 
problem of economic development. This relatively new technique, 
which is frequently presented in mathematical terms, was developed 
largely in connection with cyclical analysis, but the method seems 
equally fruitful with longer run problems. Usually the procedure con- 
sists of postulating a set of relatively simple relationships among the 
variables and then investigating the behavior of the model, as one or 
more of these variables continues to change in some specified fashion 
over time. Or, alternatively, it is often asked how the variables must 
behave over time, if certain equilibrium conditions are to be main- 
tained. Of course, this general technique is time honored in economics, 
but older economists generally dealt with a once and for all change 
instead of continuous changes in some variable. Nor could they handle 


1In order to conserve JouRNAL space, specific books or articles by the authors listed in the 
classification will not be given. Sources that cover most of the current literature on economic 
development are: the bibliography in Economic Development, Principles and Patterns, edited 
by Harold F, Williamson (New York: Prentice-Hall, Inc., 1954); and “Economics of Growth” 
by Moses Abramovitz in A Survey of Contemporary Economics, Vol. Il, edited by B. F. Haley 
(Homewood, Ill.: Richard D. Irwin, Inc., for the American Economic Association, 1952). 
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as many variables with such precision as this new method allows. 
Haavilmo, Duesenberry, and Harrod use this technique in their de- 
velopment work. The method holds great promise. Not only does it 
enable theorists to comprehend readily the implications of reasonably 
complex models, but it furnishes an excellent basis for that type of 
rigorous and lasting historicostatistical study for which economic his- 
torians strive. 

In passing to a classification of recent literature on the subject of 
development, it is necessary to point out immediately that, although 
a writer is listed in a particular category, this shouid not imply that 
he is unaware of the elements embodied in the other groups nor even 
that he has not written about these other factors. 

Five different categories, I think, embrace the different approaches 
or areas of emphasis taken by modern writers toward the subject. 

1. First, there is a group of economists who emphasize the relation 
between domestic development and the international economy. For 
example, writers such as Dobb, Sweezy, Baron, and Lewis follow the 
Marx-Lenin tradition and point to international exploitation as a basic 
cause of “backwardness” in many regions. These authors break with 
the Ricardian tradition, which stresses the harmonious relations be- 
tween domestic and international specialization through the operation 
of the law of comparative advantage. Viner and Haberler are examples 
of modern authors whose development writings are within the classical 
tradition. Another group, illustrated by Singer and Prebisch, while 
not in the Marxian tradition, also emphasize the possibilities of re- 
tarded development because of certain consequences of international 
trade—in particular, adverse movements in the terms of trade of “back- 
ward” areas. Balogh also uses the concept of differential rates of de- 
velopment to explain some of the difficulties of more advanced nations. 

2. A second set of writers dwells upon the importance of socio- 
political factors in the development process. This is a very large group 
and includes, besides economists, sociologists and political theorists. 
Authors in this classification discuss such factors as the structure and 
attitudes of the population and its “will to progress”; the role of re- 
ligion, custom, habit, and other social institutions; the form of gov- 
ernment and the nature of the legal system; the use of money, the 
organization of banking, and the nature of economic institutions in 
general. A few of the writers in this area are Toynbee, Sorokin, Par- 
sons, Levy, N. S. B. Gras, Staley, Finer, Ayres, Frankel, and the modern 
Marxist authors. 
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3. In a third category of this classification we can place those writers 
who have studied either the population or the national resource prob- 
lems connected with economic development. In this group Davis, 
Spengler, and Handlin are examples of writers on population, while 
men such as Fisher and Zimmerman have discussed the role of natural 
resources, 

4. However, the great bulk of the economic literature on develop- 
ment falls into a fourth group, which discusses some aspect of the prob- 
lem of capital accumulation. This category embraces the traditional 
neoclassical approach to economic development. Generally, authors in 
this area treat those factors studied in the first three groups as largely 
autonomously determined and investigate the process of capital ac- 
cumulation within some framework of assumptions concerning these 
elements. Nurkse, Viner, Duesenberry, Adler, Chang, Buttrick, Mandel- 
baum, and Keirstead are within this broad framework. Hansen, Ter- 
bough, Harrod, and Domar—all of whom deal with growth in the 
more developed nations—are also in this group. Furthermore, writers 
such as Cochran, Cole, Brozen, Easterbrook, and Sawyer, who have 
been influenced greatly by Schumpeter’s work, fall within this category. 

5. Finally, there is a fifth category in which emphasis is placed on 
the frictions, immobilities, and monopolistic tendencies in an economy. 
In other words, the allocational aspects of the neoclassical analysis are 
stressed. Most of the writers mentioned in the previous category may 
also be included in this group. 

Again, let me say this is only a rough outline of the various ap- 
proaches to the topic of development and represents only a few illus- 
trations of the various writers on the subject. It seems to me it would 
be foolish to praise any one of these viewpoints over another. The na- 
ture of our knowledge about the topic is in such an elementary stage 
that we can ill afford to pretend there is only one way to study it. The 
most we can urge is that students of the problem be aware of view- 
points other than their own and do not close their minds to these 
other ideas. For, obviously, we eventually wish to operate on as general 
a level as possible, and to do this we must try to integrate the various 
tacks taken in studying the problem. 





III 


Within this general view that investigations in many directions of 
the problem of economic development should be encouraged, I should 
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like to suggest a concept that has not received much attention and yet 
may prove useful in understanding certain aspects of the development 
process.” This is the difference among commodities in the technical 
connections between the physical output of a commodity and the in- 
puts necessary to produce the commodity. While everyone is aware 
that there are important variations among commodies in the nature 
of the physical output possibilities that different quantities and com- 
binations of the factors of production allow—as witness the frequent 
use of such terms as “labor intensive” or “capital intensive” commodi- 
ties—these variations among production functions seldom have been 
made an operational part of economic theorizing. The input-output 
analysis initiated by Leontief represents the only major attempt to use 
the concept in an operationally significant manner. 

While the Leontief studies assume fixed production coefficients for 
each industry, this is not necessary for a conceptual as distinct from a 
statistical analysis. What is assumed is that there are significant varia- 
tions among commodity production functions over the whole input- 
output range. These variations relate both to the manner in which the 
returns to scale behave for different factor ratios and also the manner 
in which the marginal rates of factor substitution vary for different 
output levels and factor ratios. 

The concept is useful in analyzing the problem of differential rates of 
growth among economic regions. The engineering constraint imposed 
by the nature of the production function for the commodity upon 
which a region initially specializes is one of the important elements 
that shape a region’s development potential. Consider, for example, a 
sparsely populated region—fairly distant from the more developed 
areas—which, because of peculiarly favorable natural resource condi- 
tions and an adequate international market, begins to produce some 
primary commodity for export. The nature of this commodity’s pro- 
duction function can influence significantly the type of labor and other 
means of production that move into the new region, the initial level 
of per capita income, and the distribution of this income. These factors, 
in turn, affect the region’s ability for further growth. 

If the commodity is a plantation-type crop, which for efficient pro- 
duction tends to require large numbers of cheap, unskilled labor over 
a wide range of possible factor price ratios, the region is likely to start 
off on a poor basis for further development. Because of the plantation 


2 This is a very brief outline of an analysis presented at the meetings of the Economic 
History Association at Amherst, September 10, 1954. 
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workers’ very low level of income, skill, and education and the neces- 
sity of large-scale enterprises for efficient production, the workers are 
unable to break out of plantation employment or small-scale inefficient 
farming and thereby raise their income levels. Furthermore, since this 
group produces much of its food, clothing, shelter, and household needs 
on an inefficient household scale, its members provide a poor demand 
base for the establishment of efficient domestic industry. 

An entirely different pattern of subsequent development may emerge 
with initial specialization on a nonplantation-type commodity such as 
wheat. As in the plantation region, the independent migration of the 
very low income groups from the older areas is prevented by the high 
costs of movement. However, unlike the plantation economy, the mi- 
gration of these groups is not financed by entrepreneurs in the new 
region. For the production function of the crop is such that large 
amounts of cheap, unskilled labor do not provide an efficient basis for 
the production of the good. Consequently, most of the early migrants 
stem from middle and higher groups in the older regions. 

The smaller size of the optimum unit with respect to the necessary 
amount of capital and labor and the higher level of skills possessed by 
these migrants enable these farmers to move more easily to the most 
efficient scale of production and thus raise their income levels. A better 
base for the induced development of diversified domestic industry en- 
sues in this economy than in the plantation region. 

These are merely a few of the types of variations that can emerge 
from differences in the nature of the production functions for those 
products selected for concentrated, commercial production. There are, 
of course, many other factors, quite unrelated to this concept, that affect 
the pattern of early economic development. The influence of the tech- 
nological nature of production functions on a region’s development 
potential should be regarded only as one factor (though an important 
and neglected factor) in the complex of economic, sociological, and 
political forces that shape a region’s pattern of development. Naturally, 
a balanced discussion of any area’s development history requires that 
all these elements be fitted into a broad framework of analysis. 

Rosert E. Batpwin, Harvard University 














Uncertainty and Economic Change* 


RESENT-DAY economic historians should be well qualified to talk 

about uncertainty. There was a happier time when the empirical 
and concrete study of individual situations was deemed sufficient, when 
methodological problems of the long run were left for historians to 
raise and solve if they could and controversies centered on questions 
that they themselves formulated. Differences there were, but few irre- 
concilable differences; areas of the unknown were recognized but there 
appeared to be no gaps in knowledge that could not be bridged in the 
course of time. Now, for better or worse, this sheltered position has 
itself become a datum of history. The challenge of social scientists 
seeking clues to an understanding of the forces shaping secular change 
has become increasingly insistent and effective; the strenuous wooing 
of Clio by economic theorists, statisticians, and Parsonian sociologists 
can no longer be ignored. Assuming that retreat to the shelter of clois- 
tered storytelling is out of the question, creative response on the part of 
historians to the uncertainties of their twentieth-century environment 
becomes a condition of leadership in historical inquiry, its lack a 
virtual guarantee of submergence. 

Fortunately, the historian has highly important assets at his com- 
mand. He is accustomed to dealing with situations in which few distinc- 
tions can be drawn between external and other factors, and with 
processes that cannot be adequately handled by mathematical formulas. 
The frontiersmen of his tribe have at their disposal theoretical tools 
undreamed of by his forbears. Moreover, the concerted attack of social 
scientists on the problems of underdeveloped areas has been productive 
of insights of the utmost value in historical research. In a community of 
scholars in which interest is increasingly focused on questions of growth 
and change, he alone is on familiar ground, and with due attention to 
tactics he may absorb invaders without loss of control and to the ad- 
vantage of all concerned. 


* This paper contains some further reflections on the role of security in economic history as 
explored in “The Climate of Enterprise,” Papers and Proceedings, American Economic Review, 
XXXIX (May 1949), 322-35, and “Political Economy and Enterprise,” Canadian Journal of 
Economics and Political Science, XIV (August 1949), 322-33. See also A. H. Cole’s remarks 
on security and entrepreneurship in Change and the Entrepreneur (Cambridge: Harvard Uni- 
versity Press, 1949), pp. 99-100, and G. L. S. Shackle’s comment on security and economics in 
The Economic Journal, LXIV (March 1954), 120. 
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Of the uncertainties that the historian must face, none is more dan- 
gerous than that implicit in the clamor for theoretical tools or devices 
of general applicability in historical investigation, for a theoretical 
apparatus designed to handle problems of economic change over long 
spans of time. Unqualified acceptance of such demands amounts to 
submission to the interests of the theorist and his proclivity for setting 
up questions to which the historian must address himself. The search 
for a general theory is not new in historical work, but I think it fair to 
say that it has been disappointing in results and frequently productive 
of the distortions that follow adherence to predetermined patterns of 
change. This is not to deny the need for some means of systematic 
attack on the complexity of history and for the structuring of situations 
for purposes of analysis. But I remain with the orthodox in keeping to 
the view that historical investigation is mainly a matter of seeking 
insights into process, answers to questions that change with every 
generation, and to the belief that the historian must be excused for 
drawing his own distinctions between the relevant and the immaterial. 
If his findings support or detract from more ambitious attempts to 
erect a universal theory, this may be regarded as a more or less acci- 
dental by-product of research. Fortunately there are alternatives other 
than those of floundering in the deep waters of general theory or of 
retreat to the protective shell of antiquarianism, and it is with some of 
these that I am concerned in this paper. 

I refer to attempts to meet the challenge present in Walt Rostow’s 
call for “a form of long-period historical analysis embracing economic, 
social and political factors in their full relations,” in short, “the funda- 
mental determinants of economic growth.” It is clear that, for the 
present at any rate, diverse lines of attack must be encouraged. The 
most strenuous attempt to cope with the problems of long-period 
analysis, in my opinion, is to be found in the later work of Harold 
Innis who sought his key to an understanding of the interrelationships 
referred to in the area of communication changes and their impact on 
the cultural setting of economic life. In studying communication he 
got at the heart of changes in the larger environment of economic 
activity, and it is this larger cultural context in which investigations of 
economic change must proceed. Equally promising developments in 
the frontier zones of research are present in studies of “socially-condi- 
tioned entrepreneurship” now under way, and more than a passing 
reference should be made to the use of the concept of force and obstacle 
in economic history and to the subject of propensities. 
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In drawing attention to uncertainty as a possible key to the study of 
economic change I am not on ground unfamiliar to economists. A 
good Marshallian would point to numerous references to uncertainty 
in the “Principles” and in “Industry and Trade,” and there is a substan- 
tial and growing body of economic literature on the place of uncertainty 
in profit theory ranging from Frank Knight’s writings on the subject to 
extensions of G. L. S. Shackle’s work on expectations. It may be agreed 
that uncertainty is rooted in lack of knowledge of the future outcome of 
an event, that it relates to unique situations characterized by novelty, 
and that it is the very essence of innovational processes. It may be 
reduced over time, but in a world of other than routine change it 
cannot be removed; in other words, it cannot be reduced to the 
category of calculable risk. In his recent essay on profit theory and 
income distribution,’ Burton Keirstead places uncertainty at the heart 
of entrepreneurial decision making, and in his analysis of various cate- 
gories of uncertainty has produced a thesis of value for studies extend- 
ing over longer periods than he had in mind. Entrepreneurial 
expectations are analyzed in terms of market situations, policy, profit, 
and time horizons, with uncertainty as “the relevant concept.” Particu- 
larly suggestive is his discussion of situations of “objective uncertainty, 
subjective certainty.” Entrepreneurial behavior not infrequently suggests 
a degree of confidence not borne out by objective or real uncertainties 
present, a phenomenon not uncommon in periods of expansion and 
one that any comprehensive statement of uncertainty must take into 
account. (It is possible that this paper provides an illustration of this 
psychological tendency, although this is not the intention.) 

More historically oriented is Henry Aubrey’s paper” on the role of 
uncertainty in industrial investment in underdeveloped areas. The 
element of novelty or lack of experience in investment decisions, the 
relative absence of liquidity and flexibility in industrial enterprise, “the 
volatility of the political atmosphere in many countries,” and so on 
lead to a preference for short-term investment, or investment in real 

























1 Burton Keirstead, An Essay in the Theory of Profits and Income Distribution (Oxford: 
Basil Blackwell, 1953); also G. L. S. Shackle, ‘Professor Keirstead’s Theory of Profit,” The 
Economic Journal, LXIV (March 1954), 116-23, and J. F. Weston, “The Profit Concept and 
Theory: A Restatement,” Journal of Political Economy, LXII (April 1954), 152-70. 

2 Henry G. Aubrey, “Industrial Enterprise in Underdeveloped Countries” (National Bureau 
of Economic Research, Inc., Conference on Capital Formation and Economic Growth. Univer- 
sities-National Bureau Committee for Economic Research, November 6-8, 1953, unpublished). 
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estate or in established trades, and for a search for protective devices 
such as exclusive privileges, subsidies, and other capital assistance. 
The effectiveness of techniques for the reduction of uncertainty is basic 
to the rate and character of industrial development in these areas. 

Leaving aside these reflections on uncertainty in special contexts, 
I think it may be argued that entrepreneurial strategy in general may 
be described in terms of techniques designed to reduce uncertainty to 
the level of risks against which appropriate action may be taken; that 
is, in terms of a principle of “conservation of certainty.” In the study 
of long-run change, however, the concept must be broadened to em- 
brace the whole range of the uncertainties that bear on entrepreneurial 
decision making, not only those associated with economic competition, 
price fluctuations, income changes, but also those present in political 
unrest, social instability, problems of sanction. The so-called “compe- 
titive struggle,” then, takes the form of grappling with uncertainties 
rooted in economics, politics, and society, and, for that matter, in the 
psychology of the individual. 

Although my main interest here is in the environment of decision 
making rather than in the economics of individual firms, I see no 
dificulty in utilizing this broader concept of uncertainty in firm 
studies. A recently completed survey of the Canadian nickel industry * 
may be regarded as a promising move in this direction. The industry 
has been dominated from the beginning by one company and is one 
in which resource and technological factors appear to provide an ideal 
setting for monopoly control of a strategic metal. A virtual cornering 
of the world’s supply of nickel and policies of closely regulated prices 
over long periods appear to indicate a reduction of basic uncertainties 
to a minimum. Yet a study of the strategy of the firm’s leadership 
reveals a constant, almost relentless, pressure over the company’s history 
for creative response to a wide range of uncertainties; some of these 
were economic, for example, the competition of substitute materials 
and the threat of new rivals from time to time, but more serious were 
those present in the company’s political vulnerability and in problems 
of sanction of company policies. A major part of entrepreneurial strat- 
egy related to uncertainties beyond those of the marketplace and ade- 
quate consideration of the changing fortunes of Inco and its place in 
the Canadian economy called for a review of the larger environment 
of its activities and its techniques of coping with a range of uncertainties 


3 Warren Main, The Canadian Nickel Industry, 1885—1939: A Study in Market Control and 
Public Policy (Toronto: University of Toronto Press, in press). 
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wider than that which economists have been accustomed to take into 
account. 

In the above example, interest must center on the specific uncertain- 
ties that entrepreneurs take into account in investments of time, energy, 
and capital in various enterprises. But something more than this is 
needed if we are to get at the role of uncertainty in economic change. 
One avenue of approach is to distinguish between specific uncertainties 
crucial to the security of the entrepreneur and primary uncertainties 
which threaten the stability of the larger setting, economic, political, 
and social, of enterprise. In referring to primary uncertainties I have 
in mind those uncertainties present in problems of defense on two 
fronts; namely, defense against external aggression (which may take 
many forms), and defense of some politically acceptable standard of 
welfare. Entrepreneurial reactions to specific uncertainties obviously 
affect this setting, but analytically this distinction between specific and 
primary uncertainties is necessary if the interaction of entrepreneurs 
with their environment is to be examined or the parameters of entre- 
preneurial activity ascertained. 

I suggest that it is the primary uncertainties of defense and welfare 
which, so to speak, “set” the immediate framework of entrepreneurial 
decision making, that in which entrepreneurs face up to the specific 
uncertainties of market fluctuations, and changes in political power 
and in popular attitudes toward entrepreneurship. This framework, as 
indicated, cannot be taken as given or fixed over time, since entrepre- 
neurs themselves may play significant roles in defense against aggression 
and want. Viewed in this light, the dynamics of change may be found 
in responses, generally group responses, to uncertainties both primary 
and specific. The actual course and rate of change in concrete instances 
will vary with the extent of primary uncertainties, the effectiveness of 
techniques of coping with these, and the ability of entrepreneurs to 
exploit opportunities present in their primary uncertainty setting; that 
is, to achieve freedom to meet the specific uncertainties of entrepreneur- 
ship. It is rarely that we can narrow down the study of economic change 
to entrepreneurial reactions to specific uncertainties; more commonly, 
it is the outcome of interaction, the complexity of which calls for some 
such vantage point as that which uncertainty analysis seems to provide. 
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By viewing economic change from the standpoint of uncertainty, 
the historian may be able to make some contribution to the reformula- 
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tion of the concept of competition now under way in economics, and, 
more generally, in the social and biological sciences.* Social Darwinism, 
the emphasis on survival through struggle, conflict, and elimination, is 
no longer as convincing as it once was; more significant is the ability 
of individuals and populations to exploit environmental possibilities, a 
process in which co-operation and mutualism have played the larger 
role. Competition and struggle cannot be ruled out, but their key role 
in evolution and change is being increasingly questioned. Undue 
emphasis on the “competitive market struggle” as a condition of eco- 
nomic progress, on the dangers of group or collective action within the 
market area, can produce a highly distorted view of change. It is my 
impression that study of the course of enterprise reveals a high degree 
of co-operative group behavior necessary if uncertainties were to be 
reduced to a point where investments could be and were made. Compe- 
tition in the conventional sense was seldom absent, and I think its force 
in the medieval and mercantilist worlds has been frequently under- 
rated,” but I think it is safe to say that, historically, the areas of greatest 
strategic importance in entrepreneurial decision making have been 
those of politics and society. 

Present revisions of laissez-faire doctrine,° long overdue, reveal a 
greater interest in stability and greater concern with group interests 
and values than that indicated in the myth of economic individualism. 
We may speak of individuals, great men in enterprise, but these embody 
in themselves the prestige and strength of (for want of a better word) 
“collectivities,” social and political groupings as well as economic, 
ranging from the family dynasty to the modern corporation. These have 
sought solutions of basic uncertainties, carved out areas of comparative 
freedom for themselves, and in varying degrees and over various 
periods of time have reconciled the conflicting demands of freedom and 
control. Study of the shifting and diverse roles of enterprise and gov- 
ernment ‘ in the reduction of uncertainties reveals complex patterns in 
which entrepreneurial groupings have, according to circumstances, 


4T. A. Goudge, “Some Philosophical Aspects of the Theory of Evolution,” University of 
Toronto Quarterly, July 1954, pp. 386-401; also G. L. Simpson, The Meaning of Evolution 
(New Haven: Yale University Press, 1949). 

5M. M. Postan in the Cambridge Economic History of Europe, Il, 221; also Eric Hirshler, 
“Medieval Economic Competition,” JouRNAL oF Economic History, XIV (Winter 1954), 52-58. 

6 See J. B. Brebner, “Laissez Faire and State Intervention in Nineteenth-Century Britain,” 
Tasks OF Economic History (Supplemental issue of the JourNAL oF Economic History), 
VIII (1948), 59-73. 

7F. C. Lane, “The Economic Meaning of War and Protection,” Journal of Social Philosophy 
and Jurisprudence, VII (April 1942), 254-76, and his “Oceanic Expansion: Force and Enter- 
prise in the Creation of Oceanic Commerce,” Tasks oF Economic History (Supplemental issue 
of the JourNaL oF Economic History), X (1950), 19-31. 
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submitted to, co-operated with, sometimes dominated governmental 
policies in which the welfare of entrepreneurs may or may not be 
identified with the welfare of the “state.” 


Ill 


Recent discussion of “monopoly and economic progress” in English 
and American writings underlines differences in outlook that reflect 
profound differences in the nature of the uncertainties facing enterprise 
in these two countries. (I leave the odd case of Canada aside for the 
moment.) The optimism of at least some economists in the United 
States on the creative potentialities of bigness in enterprise, like skepti- 
cism of these in England,® appears to be well founded. It is not difficult 
to make out a case for bigness in American entrepreneurship. New 
problems of defense and welfare, the uneasy shifts of balance of power 
in politics, the sheer rate of technological advance with its threats to 
established positions, new questions of sanction that rests on control 
of mass media of communication—these call for bigness to provide the 
security essential to continued large-scale investment in long-term ven- 
tures. But the very extent of its vast and growing domestic market, the 
difficulty of building impregnable defensive position, is a guarantee of 
an enterprise bureaucracy challenged or “uneasy,” forced to act cre- 
atively, imaginatively, if it is to survive. The opportunities present in 
this almost fantastically endowed area of enterprise preclude any gen- 
eral retreat to the shelter of watertight monopoly; nor is there much 
indication, on the other hand, of advances in techniques of control, the 
drastic reduction of uncertainties, to the point of secular stagnation in 
our time. 

The problem of monopoly presents a somewhat different aspect in 
England. The rise of powerful rivals in modern industrialism, the 
collapse of the world market on which leadership rested, war losses and 
the end of insular security, these called for extreme defensive measures 
on the part of government and enterprise. The extent and character of 
twentieth-century uncertainties were such as to rule out any easy or 
“natural” revival of the expansionist drive of the nineteenth century. 
Problems of defense and subsistence led to the return to “positive gov- 

8 J. Jewkes, “Monopoly and Economic Progress,” Economica, new series XX (August 1953), 


197-214, and G. C. Allen, ‘A Note on Monopoly and Economic Progress,” Economica, new 
series XX (November 1953), 359-61. 
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ernment” in the interests of stability, and enterpreneurial strategy took 
the form of a tightening of ranks and restrictionist policies designed to 
eliminate market uncertainties. A combination of government inter- 
vention and entrepreneurial “protectionism” promised security but one 
short-lived in a world where other power centers displayed vitality; and 
it is my impression that uncertainties accompanying threatened decline 
are today evoking responses on the part of government and enterprise 
in an alliance that represents a sharp break with policies that at one 
time were suggestive of a steady retreat from the position held so firmly 
a century ago. Recent British experiments in monopoly control indicate 
a clear awareness of the dangers of quiescent monopoly to the nation’s 
economic health. Without pressing the matter further at this point, 
it is apparent that the consequences of power concentrations in the 
economic sphere, which vary so greatly from one area to another, are 
closely related to uncertainties facing entrepreneurs and governments, 
and that if the question of entrepreneurial strategy is taken to in- 
clude all the elements that in fact do enter into decision making, we 
must look beyond as well as within the marketplace for criteria of 
monopoly control. The shortest road to economic decline would be the 
drastic application of legal or other machinery to make “the price sys- 
tem” work.® 

This issue, primarily one of freedom and control, is scarcely a new 
one, although it is one to which the characteristics of twentieth-century 
investment in massive technologies and present-day techniques of 
handling basic uncertainties over substantial time periods have given a 
new urgency. The general pattern historically has been one of heavy re- 
liance on protective measures in the form of group action, and it has 
been seldom, if ever, possible to divorce the process of capital accumu- 
lation from questions of politics and social status, a process in which 
strategic decisions in investment have frequently been made by other 
than economically oriented forms of organization. In sum, formative 
influences in change cannot be restricted to the area of economics, 
entrepreneurs face uncertainties that cannot be defined in economic 
terms alone, and techniques of handling uncertainties involve the whole 
area of human action. This complexity and these interrelationships are 
at the root of uncertainties facing historians who venture to talk about 
change, but by working with some such key as the “conservation of 


%See Austin Robinson’s review of Howard Ellis’ The Economics of Freedom in The Eco- 
nomic Journal, LXI (September 1951), 644-51. 
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certainty” I see no insuperable obstacles to developing a systematic at- 
tack on the mysteries of economic change. 


IV 


Although “uncertainty” cannot be regarded as a master key in 
studies of change, since many doors remain locked to it, by enabling 
us to bring to a focus formative influences, geographic, technological, 
and institutional, in change, it may let us into a passageway or two. 
In turning to a few illustrations of the role of uncertainty in history I 
refer mainly to the case of Canada. This provides me with the advan- 
tage of a solid footing on the Pre-Cambrian Shield, and, more impor- 
tant, with a comparatively simple example in which strategic influences 
are not difficult to isolate and a vantage point from which the course of 
enterprise in more complex situations may be viewed. 

In the first phase, that of Anglo-French rivalries, the advantage was 
clearly with the maritime power and its greater flexibility of organiza- 
tion, its naval strength, and its emphasis on gains of trade. In the 
fisheries, geography and techniques made for cohesion and strength in 
the English system, dispersion and weakness in that of the French; 
institutionally, the island power’s greater emphasis on trade expansion 
contrasted with continental emphasis on restriction and control in the 
interests of self-sufficiency. Strong enterprise elements emerged in the 
English fisheries to drive the French to marginal positions and to force 
modifications in England’s old colonial policy; French entrepreneurs, 
on the other hand, were kept in line with national policies in which 
military and ecclesiastical elements set the pattern of expansion. Innis’ 
Cod Fisheries is fundamentally a study in techniques of handling un- 
certainties in early North Atlantic enterprise. 

The same pattern of response to uncertainties may be discerned in 
the fur-trade phase of the struggle for the continent of North America. 
Contrasting forms of English and French expansion indicate sharp 
differences in the ability of the entrepreneurs of these two powers to 
break loose from the administrative control of their mother countries. 
The strength of these controls in France reflects the defense needs of 
an area long exposed to military attack, the serious and continuing ob- 
stacles to the achievement of national unity, the strength of elements 
responsible for national stability, Crown, Church, and aristocracy. The 
persistence of preindustrial attitudes and its corollary, the inability of 
entrepreneurs to acquire power and sanction in national affairs, under- 
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line degrees of uncertainty and techniques for its handling quite at 
variance with those of more favorably situated England. Freedom from 
continental wars of the sixteenth and seventeenth centuries, the op- 
portunity to farm, mine, manufacture, and trade peacefully, and greater 
ease of achieving unity in a small compact area lessened the pressure 
for centralization of power in the hands of an administrative bureauc- 
racy, and permitted a wider range of freedom for entrepreneurs work- 
ing out of a less rigid and persisting structure of control. I do not pre- 
tend that this is the whole story, but I am convinced that at least part 
of the explanation of economic retardation in France and the move to 
entrepreneurial freedom in England is to be sought in the degree and 
magnitude of primary uncertainties and the techniques and institu- 
tional defenses that emerged in response to them. 

Turning back to North America, French fur-trade expansion fol- 
lowed closely the Old World pattern of statism in a trade that fitted 
neatly into a centralized system of control. It was a trade that, in the 
French pattern, followed continental lines, one of close state regulation, 
reliance on military power and ecclesiastical influence. It was a highly 
dangerous trade on which to build a New World empire; elongated 
supply and trade lines invited attack from north and south; defensive 
expenditures and elaborate transportation systems resulted in a heavy 
burden of fixed costs that could be met only by returns from trade in 
a luxury commodity displaying wide swings in price; and penetration 
of continental interiors steadily increased the uncertainties of defense 
and colonial welfare. These uncertainties in turn called for further state 
intervention in the effort to work out a balanced structure of trade 
linking New World possessions. There were entrepreneurial elements 
operating at the margins of control, but they played no part in the 
formulation of policy. A system better calculated to increase the degree 
and range of uncertainties and the need for defensive measures for the 
protection of exposed positions would be difficult to find. 

The English system, on the other hand, kept uncertainties to a 
minimum; naval power, concentration on the small unit fisheries and 
on maritime policies in the fur trade permitted a flexibility, a receptiv- 
ity to change and a freedom from administrative control absent from 
the French organization, and this whether reference be to the small 
entrepreneur of the fisheries or the bureaucratic structure of the Hud- 
son’s Bay Company. There was here no deep involvement in continental 
interiors, no heavy burden of fixed costs in defense, transportation, or 
trade, no dominance by military or religious elements with their lack 
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of interest in the welfare of the entrepreneur. And while the French 
system strengthened centralist tendencies in the empire and operated 
as a drain on the mother country’s resources, that of the English exerted 
its pressure for greater freedom of entrepreneurship and paid its way 
in the process. The latter was loose jointed enough to accommodate, 
within limits, the aggressive drive of Westcountryman and New Eng- 
lander and the stability and caution of the Hudson’s Bay Company, an 
organization big in relation to its sphere of activity because of the 
necessity of political influence in the old country, of defense against 
French and later Northwest Company attacks on its preserves, and the 
importance of prestige in dealing with the indispensable Indian. The 
era of peaceful expansion that followed the departure of the company’s 
rivals, and the achievement of order and good government under its 
rule, attracted its greatest enemy, the settler, who was to bring its con- 
trol of half a continent to a close. 

Although the European phase of Canadian history gave way only in 
the nineteenth century to what might be referred to as the United 
States phase of Canadian development, that in which the more signifi- 
cant uncertainties must be sought to the south of the border, American 
influence began almost with the birth of this new nation. British 
preoccupation with problems of defense left its mark on the constitu- 
tional and economic history of her northern colony. The establishment 
of four separate governmental units in the Atlantic region, the conces- 
sions given to the Church as a bulwark against American penetration, 
the strength of Loyalist and military elements—these reflected the im- 
portance of the United States at an early date as a shaping influence in 
Canadian development. They underlined, too, the extreme weakness 
of Canada and her vulnerability to external changes. There were, how- 
ever, credits as well as debits in the Canadian account. Continued 
membership in the British Empire helped to reduce uncertainties facing 
government and enterprise, for this membership carried with it the 
protection of the British navy, a preferred market for staple products 
until roughly the middle of the nineteenth century, relative ease of 
access to the British capital market (even though New York funds were 
not to be despised), and the stability of British political and social insti- 
tutions, not the least achievement of which was a working compromise 
with Canadians of French origin. And with such natural advantages 
as the St. Lawrence gateway to the interior, the timber and agricultural 
resources of the Lowlands, the fur resources of the Northwest, a 
course of expansion in which entrepreneurship could be expected to 
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assume leadership in a highly secure environment seemed to be assured. 
There was, however, one snag, namely, the continuing necessity of 
strenuous defensive measures on the part of state and enterprise against 
penetration from the south, military at first and to a minor degree 
political at a later date, and, finally and certainly most important, 
purely economic. 

This “primary uncertainty,” I venture to say, has been decisive in 
its influence on the organization and policies of Canadian enterprise 
in the nineteenth and twentieth centuries. To have and to hold a trans- 
continental economy ” in the face of the speed and weight of United 
States expansion westward in the nineteenth century, with its threats 
to the Red River valley and the Pacific coast, called for measures in 
which the state played a central role by default. Unlike more favorably 
situated areas to the south, the pressure for defensive tactics on govern- 
ment and enterprise never lessened and in fact increased as Canada 
moved into its industrial age of canals and railways, ventures that de- 
manded long-term investments enormous for so weak a structure. The 
political union of 1840, like the larger federation of 1867, reflected the 
need for a strong state, and the National Policy of 1878 with its support 
of protectionism, a transcontinental railway system conceived primarily 
as an instrument of defense, and western wheat expansion set a pattern 
of change in which state and big enterprise in transportation and fi- 
nance combined to build and defend a transcontinental system in the 
northern half of the continent. 

It is unlikely that the twentieth century will see any noticeable change 
in this combination of enterprise and state so painfully worked out 
in the nineteenth. The extraordinary progress of the Canadian economy 
over the past decade and prospects of a secular boom ahead, Canada’s 
growing ability to finance her own development, and the abundance 
of her resources of modern industrialism would indicate in more favor- 
able times a greater freedom of entrepreneurial leadership and drive. 


10 Construction of a transcontinental railway, a gigantic undertaking for this young nation, 
was carried through in the face of uncertainties present in lack of knowledge of the prairie en- 
vironment and of costs of construction. The same may be said of the whole process of western 
expansion based on wheat, which with the railway and tariffs constituted the backbone of 
national policy. There were compensations present, however, in the vast area of virgin territory 
open to exploitation, the prospect of a greatly improved position in world markets, and, for 
settlers, free lands and assisted immigration. And there were pressures too in the drive to 
salvage large-scale investments already made in the transportation network of the St. Lawrence 
area and the overriding necessity of moving westward to meet the challenge of the United 
States—this last an aspect of primary uncertainty as outlined above. These developments 
appear to provide an illustration of Keirstead’s remarks on “objective uncertainty—subjective 
certainty,” although the limited range of choice in this instance should not be overlooked. 
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Yet United States influence in the more strategic areas of Canadian 
economic advance remains great and United States competitive power 
based on the extent of its domestic market continues to keep Canadian 
enterprise on the defensive. We may talk big, but we keep our tariffs 
high. Nevertheless, if there were no other uncertainties to be recounted, 
Canadian enterprise in the long run (a conveniently vague phrase) 
might be expected to look less to defense and more to greater freedom 
as it gains the confidence to move beyond the protective shell of bureauc- 
racy in state and enterprise itself. 

Unfortunately, this is the twentieth century and the Canadian entre- 
preneur in common with his counterparts elsewhere operates in a set- 
ting in which the primary uncertainties of defense and welfare demand 
responses that only bigness in enterprise and state can meet; those 
uncertainties call for substantial control of the environment of activity 
as a condition of survival. Corporate control of time, to use Arthur H. 
Cole’s phrase, calls for an active shaping of events, and the devices of 
control are many. I do not suggest that there is anything very novel 
about the importance of political and social elements in twentieth- 
century entrepreneurial decision making, but there seems to me to be 
this contrast with the more peaceful nineteenth century—that even 
in the more fortunately situated areas of today problems of continuity or 
survival now place a very high premium on direct control, political, 
economic, and social, of areas of investment if uncertainties, primary 
and specific, are to be reduced to a point where the long-term massive 
commitments of modern industrialism can be made, and I think it is 
obvious that they must and will be made. Control was not absent in the 
freest areas of nineteenth century enterprise, but in the range and de- 
gree of such control the twentieth-century compares more closely with 
the enterprise environments of earlier centuries. 


V 


In the Canadian example, the general contours of change over the 
past century reflect the overriding importance of a primary uncertainty, 
which has left a permanent stamp on the character of Canadian enter- 
prise and on the role of the state in Canadian development. The avenues 
of United States pressure have been many, and Canadian entrepreneur- 
ship with all its advantages of cheap and abundant resources, political 
stability, and, until recently, unquestioned social sanction has made a 
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virtue of caution suggestive of a lack of confidence not apparent in its 
brethren to the south. I do not suggest that Canadian experience is 
typical, but I would argue that study of change here and elsewhere 
might profitably begin with the examination of the primary uncertainty 
setting in which entrepreneurs have functioned, the centers and tech- 
niques of response to primary uncertainties and the part played by 
entrepreneurs in their reduction. The specific uncertainties of entrepre- 
neurship may then be reviewed in the light of this setting, the con- 
sideration of which seems to me to present the most difficult and 
thorny of the questions facing those who venture to talk about economic 
change. 

In suggesting uncertainty as a unifying concept of value in working 
toward a systematic approach to long-run economic change, I see no 
limitations of space or time in its application. Looking back to medieval 
times, it is difficult to see how, without the emergence of feudalism and 
the manor as a creative response to uncertainties of defense and subsist- 
ence, entrepreneurs could have succeeded in establishing security zones 
of investment in trade, industry, and agriculture, zones established by 
group or corporate action of town patriciates, monastic organizations, 
mercantile and craft guilds, leagues of towns, great families. Frederic 
Lane’s merchants of Venice of a later time, like Violet Barbour’s mer- 
cantile oligarchy of Amsterdam or the entrepreneurs of mercantilist 
England, played active roles in the reduction of primary uncertainties, 
the achievement of freedom to face up to the specific uncertainties of 
entrepreneurial decision making. 

In those areas, mainly continental, in which primary uncertainties 
over long periods evoked strenuous measures on the part of military 
and religious elements, entrepreneurs found fewer opportunities for 
political and social leadership, and, like those of Spain and, to an im- 
portant degree, France, clung to defensive positions in which scope for 
innovational activity was limited. Only in areas free of pressing prob- 
lems of defense against aggression or of a politically acceptable level of 
welfare—Holland for a brief spell, England of the mid-nineteenth 
century, United States until recently—may the study of economic 
change be confined to the security of the entrepreneur. I may be display- 
ing the bias of my Canadian environment, but I find it difficult to 
escape the conviction that in the study of economic change there has 
been undue concentration on situations in which entrepreneurs have 
been relatively free, for a time at least, of the pressure of primary uncer- 
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tainties. There are valuable clues in the work of John Nef ™ and Lane 
for a better understanding of these, but the preoccupation of economists 
with market situations continues to provide us with categories of un- 
certainity too narrow or limited to be adequate for the study of secular 
change. 

It is my impression that present interest in problems of growth and 
change is a reflection of our growing awareness that what we once 
dared to call progress is the product of responses or reactions vastly 
more complex than we once assumed, that the determinants of change 
have varied greatly over the past, and that they are extremely difficult 
to handle systematically or realistically now. I think that we are forced 
to seek some unifying concepts, broad enough to avoid any suggestion 
of pressure for co-operation in some single theoretical undertaking,” 
and yet explicit enough to suggest some useful guideposts through the 
maze. Whether or not the study of uncertainty as visualized in this 
paper meets this need, I am reasonably certain, that is, secure in the 
knowledge, that we will hear much more about this concept in the 
historical areas of economics and related disciplines. 

W. T. Eastersroox, University of Toronto 


11 John U. Nef, War and Human Progress: An Essay in the Rise of Industrial Civilisation 
(Cambridge: Harvard University Press, 1950); also review of this volume by W. H. B. Court 
in The Economic History Review, Second Series, V, No. 1 (1952), 128-30. 

12M. M. Postan, “Economic Growth,” Essays in Bibliography and Criticism, XXIII, The 
Economic History Review, Second Series, VI, No. 1 (1953), 78-83. 





The Social Basis of the American System 
of Manufacturing* 


F THE many tasks confronting economic history, none are more 

shrouded in uncertainty than those encompassed in the theme 
“Institutional and Cultural Factors in Economic History.” We have 
in general treated these factors respectfully, but as a profession we have 
preferred to work in areas more clearly defined and with tools more 
fully developed. As a result few areas have received less sustained at- 
tention than the zones where we must seek the interplay of economic, 
social, and cultural forces. 

My general question is whether for analyzing problems of differen- 
tial economic growth—and particularly cases of sustained indigenous 
development that is neither imposed from without nor centrally con- 
trolled or financed from within—we may not have to give greater 
attention to areas lying beyond traditional economic categories and 
familiar quantities, to probe further into the ways in which social and 
cultural factors bear upon economic processes, stimulating or retarding 
the beginnings of growth, and acting to sustain or dampen out phases 
of growth once under way. 

There are good reasons behind caution in the past, and for caution 
in the future, in venturing beyond the side of the street better lit to date 
by both theory and statistics, and expectations of what is likely to be 
promptly or firmly proved had best be modest. But the darker areas on 
the other side of the street, which the newer psychological and social 
sciences have been exploring, seem too important to economic history 
to be left either to the poets and novelists of successive generations, or 
solely to bold spirits, like Weber or Schumpeter, who have at intervals 
swept across our horizon. 


II 


The particular case to which I would like to turn the discussion is 
one close to home—a case centering on the American system of manu- 


*I should like to express my appreciation to the many individuals who offered helpful 
comments following the oral presentation of my briefer paper; to Carl Sapers, Ann Satterthwaite, 
and Emily McWhinney for helpful assistance at various points; and to the Carnegie Corporation 
for a grant that enabled me to embark on this project. 
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facturing and the possible part that social and cultural factors may have 
played in its origins or in its persisting features. My concern at this point 
is not with final evaluations—the subject is too big and complex and 
still needs too much examination for that—but rather with developing 
the question as it has presented itself in two substantial sets of evidence 
more than a century apart, one from our own day and one from the 
period of its beginnings. 

Perhaps the most pointed and most considerable body of recent 
evidence on this problem is that which emerged from the experience 
with the American foreign aid programs in the years since the 
Second World War (under the E.C.A.—the Marshall Plan—and its 
successor agencies, M.S.A. and F.O.A.).’ This experience may be 
roughly divided into two parts, that of Americans abroad and that of 
Europeans here. 

The relevant parts of the record of American operations overseas have 
now become sufficiently familiar to need no extensive review. Aid pro- 
grams which got under way under assumptions that the task was largely 
one of dollars and tools, and that a given input of these would yield 
given results, again and again were confronted by evidence of unex- 
pected sharpness on the extent to which these, while essential, were not 
enough. A given allocation of funds or equipment or technical assist- 
ance simply did not produce anticipated results. In some instances even 
virtually identical plants that had been set up abroad by American firms 
had shown conspicuously lower output records than their counterparts 
at home. Gradually, in case after case and country after country, those 
closest to the task found themselves struggling with the more intangible 
aspects of productivity. They found their attention directed not just to 
the formal framework of credit, market, and business organization but 
beyond that to a full range of considerations that we would place under 
the headings of social and cultural factors: the ways in which prevail- 
ing value systems, family patterns, social stratification, and a network 
of social relationships extending far beyond the place of work affected 
not only the character of the firm and of the market but the behavior 
and aspirations of various participants in the economic process—entre- 
preneurs, investors, technicians, workers, jobbers, retailers, and, not 
least, consumers. 

1A gradually changing range of functions has been successively handled by the European 
Cooperation Administration, the Mutual Security Administration, and, since August 1953, by 
the Foreign Operations Administration. In another connection I have had occasion to review 


certain aspects of this experience, and I should like to indicate my debt to the officials here and 
abroad who discussed these problems with me. 
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Out of this disparate but very practical experience emerged a new 
light on the American scene, a reverse light pointing to the economic 
significance of attitudes and social arrangements at home that had 
received only perfunctory attention. 

More significant for our special example is the supporting evidence 
from the other side of the coin, the second major part of the record, the 
positive observations of the now hundreds of European “productivity 
teams” who have come to the United States since 1949 to look into the 
highways and byways of American economic life. Of their findings 
and conclusions we are fortunate in having an extensive published 
record, now totaling several hundreds of reports and many thousands 
of pages.” This mass of reports, particularly some of the major series 
like the British and the French, when taken together with the American 
reports from abroad, constitute an unusually extensive and detailed 
body of observations on comparative industrial practices. Although 
these reports need a great deal of sifting and correction for obvious 
limitations inherent in such visits and reports, for uneven depth and 
quality, and for certain predispositions or private interests, they are in 
the main the serious work of responsible economic agents thoroughly 
familiar with their home industries—executives, engineers, foremen, 
and others—who quite generally came here with real and practical 
problems in mind, to find out all they could about the nature of and 
reasons for whatever superiority the United States might have in their 
several lines of activity. 

I have not surveyed the whole of this literature. I can, however, report 
from a significant sample of the major series that their reports present 
social and cultural factors in at least as strong an image as did those on 
European countries. The importance assigned to social and cultural 
conditions and pressures, in trying to explain differences in productivity, 
is both persistent and considerable. A British writer, reviewing the entire 
series published in England by the Anglo-American Council on Pro- 
ductivity, concludes: 


When the sixty-six A.A.C.P. Teams between 1949 and 1952 made comprehen- 
sive inquiries in so many American industries (most of which they already knew 
by their own technical experience) not one could report that the U. S. prodigies 


2 These missions, varying in size and composition and in the length of their visit from a few 
weeks to more than a year, have generally published their reports through their respective 
national productivity agency or under the auspices of the O.E.E.C. They include both “industry” 
reports and reports of “specialists” on particular functions (like training, accounting, packaging, 
materials handling, and so forth). Since 1953 the F.O.A. has broadened the program to in- 
clude a growing number of non-European missions. 
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of production were achieved by methods unknown, or technically impossible, in 
Britain.® 


Though technical materials were typically the initial focus of investiga- 
tion, and the lengthy explanations they require occupy a large part of 
the space, few reports, no matter how technical their starting points, 
fail to turn to social and cultural themes. 


Ill 


A careful examination of twenty-five reports selected from this British 
series as being relevant to our problem shows sociocultural categories of 
explanation given major place in roughly two thirds, and what appears 
to be a still more crucial role in about half of these.* An example of this 
over-all emphasis may be chosen from the report on an industry that has 
not always fared so well at home, the building industry, where the find- 
ings were summarized as follows: 


. in this Report we have examined the main psychological, organizational 
and technical differences between the British and American building industries 
with the object of isolating the factors which make for high productivity in the 
United States. In our opinion, the most important, but not the only, factors 
are (i) ... pre-planning ... (ii) . . . coordination . . . (iii) the adequacy 
of supplies . . . (iv) . . . mechanical aids (v) . . . continuous research . . . and 
(vi) the nation-wide stimulus of the American industrial climate. . . . 

This last reason . . . is perhaps the most important of all. Acceptance of the 
need for high productivity as an essential factor in industrial life is universal 
in America, and it permeates the will and action of the operatives as well as of 
the employer groups.® 


Statements in like vein can be duplicated in the British or other re- 
ports. Any one report, however, is subject to many possible distortions. 
It therefore appears more useful to try to illustrate a range of particular 


3 Graham Hutton, We Too Can Prosper: The Promise of Productivity (London: Allen and 
Unwin, 1953), p. 18. L. Rostas in his earlier and more formal study is primarily concerned 
with problems of method and measurement of physical and technical factors, and only briefly 
refers to the dimensions we are pursuing.—Comparative Productivity in British and American 
Industry, National Institute of Economic and Social Research, Occasional Papers, XIII (Cam- 
bridge: The University Press, 1948), pp. 66-67. 

4 Though not a complete selection, see such diverse reports from this series as those on The 
Brassfoundry, Building, The British Cotton Industry, Machine Tools, Retailing, Trade Unions, 
or the Training of Supervisors; or any of the additional titles cited below. 

5 Building, p. 63. See also the Introduction and pp. 55-56. This Report can at once illus- 
trate the emphasis in question and some of the cautions in order in using this material. 
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themes that recur again and again in a wide variety of reports; and, 
without attempting any full tally, to do this in sufficient fullness both 
to make clear some of the kinds of things that struck foreign observers 
as important today and to indicate themes that an earlier run of evi- 
dence suggests have been of persisting significance. 

Thus on the general outlook of Americans toward economic life: ° 


[Productivity] is part of the American way of life, an article of faith as much 
as a matter of economics. ... Americans believe that it is their mission to 
lead the world in production efficiency. Every small town has its own newspaper 
and radio station, and the performance of local industries is daily news. Individ- 
uals, trade unions and management are equally convinced that their different 
ends will be served only by high productivity. . .. (Coal, p. 4.) 

There, the feeling that “the sky is the limit” still prevails and Americans gen- 
erally seem to believe not only in the possibility of self-advancement by individual 
effort but also in the desirability of making that effort. (Freight Handling, p. 
50.) 

In an average American factory there seems to be . . . a sense of urgency and 
aliveness. . . . It is characteristic of Americans that they seldom hesitate to make 
changes. .. . The executive is keenly aware that better methods are always 
possible, and labour believes that the more there is produced the more there 
is to divide. (Furniture, p. 70.) 

. . . there seems to be no feeling in America, as there so often is here, that a 
sojourn at a university has unfitted the graduate for the rigours of a business 
life... . there is a lack of snobbishness among educational bodies and the 
American people in general about success in business, which is as highly re- 
garded as professional success. (Retailing, p. 72.) 


On entrepreneurs and the executive role: 


Amongst the top executives we met, we encountered a freshness and breadth 
of outlook . . . a readiness to encourage and pass on knowledge to juniors. It 
is accepted that industry offers an excellent career for people possessing brains, 
character, and ability. (Hosiery and Knitwear, p. 8.) 

“Cost-consciousness” . . . does not simply mean cutting costs. . . . It also means 
not missing opportunities. He will just as readily embark on large-scale and 
ambitious expenditure if the rewards . .. appear suflicient. (Management Ac- 
counting, p. 37-) 

American managements look continually towards the future. They base their de- 
cisions on an intelligent anticipation of trends rather than wait until the pressure 
of current events forces them to make decisions. (Production Control, pp. 7, 17.) 
We found that the principal would unhesitatingly change his specialist supplier, 
even if the association had been lengthy, whenever a similar product at lower 


6 All references in this section are to the Reports indicated in the British (A.A.C.P.) series. 
What cannot be reproduced here is the weight of emphasis arising from repeated attention to 
these themes. 
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cost or of superior quality was available from another quarter. (Simplification 
in Industry, p. 9-) 

American managers have such a different conception of their job... . [He] 
conceives it to be his duty above all else to increase his sales. . . . This concen- 
tration on turnover leads naturally to a conception of retailing as an aggressive 
process; something the retailer does to his customers rather than something they 
do to him. (Retailing, p. 46.) 

The U.S. has outpaced the U.K. in the matter of increasing national produc- 
tivity because U.S. management has, overall, shown much more foresight, 
courage and vigour in taking and applying the various decisions to make 
progress round the spiral. (Machine Tools, p. 44.) 





On staff and the lower levels of management: 


The managerial candidate tends to receive education of a more general character 
to a later age than is customary in Britain, and to acquire his technical knowledge 
by actual service. . . . He is thus led by training and circumstance to seek the 
widest personal exchange of knowledge and views on technical and administra- 
tive practices ...and this habit, early acquired, appears to continue... . 
(Hosiery and Knitwear, pp. 6-7.) 

. We are convinced that the American foreman as defined is better informed 
about company policy and tends to have wider responsibility. . . . It is both the 
policy and practice of American management to bring a well-informed responsi- 
ble member of management into closer day to day contact with the operative 
than is possible in most British factories. (Training of Supervisors, p. 7; also 


p- 10.) 
On labor and the attitudes of workers and toward workers: 


. in not a single case did we find serious opposition to the introduction of 
new methods of materials handling or mechanical aids. Trade union officials 
generally expressed the view that such changes were inevitable and that progress 
could not be impeded. (Materials Handling in Industry, p. 39.) 

We found a very positive attitude to work, with tea breaks uncommon and 
lunch breaks of only half-an-hour. Moreover, we found that the American 
worker appears to have no objection to overtime, nor to shift work: a great 
number of firms were working two or three shifts. (Packet Foods, p. 64.) 

An American feels that he can, if he chooses, move from one industry to another. 
. .. In Britain the “tradesman” values the position he has gained by his years 
of apprenticeship and training; in America the workman equally values his 
position of independence in industry. (Furniture, p. 5.) 

American unions’ attitude to company profits is typical of their acceptance of a 
capitalist economy. . . . Usually, high profits are considered a sign of efficiency 
. . . and the main concern of unions is to obtain a fair share of them. (Trade 
Unions and Productivity, p. 52.) 

The American workman is not a mere workman; he is an American and he 
aims to live as well as, and, to use his own expression, to “have fun” to the same 








The American System of Manufacturing 367 





extent as any other American. There is not that social distinction between 
management and worker which is found in Britain. (The Brassfoundry, p. 6.) 


On consumption patterns and pressures: 


The American’s social status is measured in terms of ownership, not so much 
of money as of material goods . . . [and] is most important to Americans, 
especially to women. They are fond of their homes, fond of good clothes, fond 
of going one better than the family next door. In this respect there is far greater 
competition than is found in Britain, and it is the womenfolk who promote this 
competition and urge their men to make it possible. (The Brassfoundry, p. 6.) 
. .. the American housewife is less conservative and more adventurous, and 
seems always willing to buy something new or different. (Retailing, p. 7.) 

In the lively American economy, the market continuously exercises great pressure 
on the producer for new textile products, with novelty, with eye-appeal, and/or 
of low price. From this pressure results a receptivity to new ideas, methods, 
devices and equipment on the part of both management and workers, which we 
found most refreshing. (Hosiery and Knitwear, p. 7.) 


On certain characteristics of the American system of manufacturing: 


. one common characteristic which seems to emerge: . . . a conscious effort 
by the manufacturer to achieve greater productivity by studied methods and not 
by ad hoc improvements. (Packet Foods, p. 62.) 

As low cost is the main object of American industry no premium is placed on 
craftsmanship for its own sake. Only so much accuracy and refinement of 
finish are put into the article as are necessary if it is to meet the standard of the 
quality range for which it was originally designed. (Management Accounting, 
P: 7-) 

We attempted to find the key to this unexpected alliance of variety and stand- 
ardisation . . . standardisation and simplification, as we saw them operated 
in the United States, are nothing more than means towards mechanisation. 
(Packaging, p. 25.) 

The marked machine consciousness in America. ... Whilst the cost of the 
equipment is naturally taken into account, the returns on it are calculated not 
merely in the narrow sense of money but in the wider sense of adding to the 
firm’s general resources and improving the working conditions of the staff. 
(Freight Handling, pp. 49, 50.) 

The principles and methods which American management applies are well 
known in this country but are practiced much more universally and vigorously 
in America. (Management Accounting, p. 14.) 


The list could be multiplied, or similar citations presented from other 
series. A sampling of the comparable French materials, for example 
(some of them of book length), strongly confirms themes emphasized 
above in the British reports, though reflecting problems of French 
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society in their special attention to the worker and the ways in which 
the American social order favorably affects his status, attitudes, and 
integration in the industrial effort.’ When all the proper discounts 
have been made, an impressive number of interested and qualified 
European observers from all levels, who often came here with other 
explanations in mind, went away giving high place in their list to the 
surrounding social framework; or, as French reports have phrased it, 
to the impress of the culture on the human factor. 





IV 


This review may have already sufficiently indicated a problem of 
the first order for economic history—or rather the importance of the 
host of problems involved in trying to break into, analyze, and assess 
the part played by varying social or cultural influences in particular 
patterns of economic activity. 

We have thus far, however, been dealing with a highly contemporary 
world and with evidence subject to special cautions. I am therefore 
concerned about the skeptic who might argue that, lacking dimension 
in time, simplifying Americans abroad and impressionable Europeans 
here have misjudged the signs and read effects as causes, mistaking 
the social consequences of different economic growth as significant 
causes contributing thereto. We would, of course, readily agree with 
the important measure of truth behind this. Both cause and effect 
are obviously present in these cases and materials. The extent to which 
the social character of modern America has been shaped and sustained 
by abundant resources and extraordinary rates of economic growth 
needs no laboring here. But I should not want to see our problem 
slither away under a screen of sound insistence on historical interac- 
tion into the underbrush where inquiry halts before the truism that 
everything influences everything else, nor see it reduced to a problem 
of concern only to those whose interest is in the results of economic 
growth rather than its causes. 

In the balance of this paper I would therefore like to move back- 
wards in time to see if we cannot find there a second bearing on our 
question, a parallel run of evidence, that will help “fix” this problem 
as of central causal significance for economic history. 

7See, for example, Aspects de l'entreprise américaine or L’industrie de la Machine-Outil in 


the French series, published by La Société Auxiliaire pour la Diffusion des Editions de Produc- 
tivité (S.A.D.E.P.) in Paris. 
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The prodigious and distinctive growth of American industries in 
the decades since 1870 might be a good case to examine. Here again 
the accounts of travelers and foreign industrial missions give heavy 
emphasis to social and cultural conditions among the determinants. 
Both the prevailing creed and the open structure of American society 
were surely mightily at work in the developments of this era, in the 
release and channeling of men’s energies. It is, however, a most difh- 
cult period in which to assign these factors a proper place. For this is 
also the period in which the standard “big” explanations of American 
growth become so clearly operative and tend to occupy the scene—the 
period when the thunder of the railroads at first tends to drown out 
all else, when vast continental resources come into play, when popu- 
lation growth and rising incomes make a bigger internal market than 
European countries had known, and heavy industry grows apace. 
These latter developments loom so large and loud, and explanations 
tied to scale, size, and rates of growth so fill the stage, that to insist 
on giving sociocultural factors their due, however appropriate, presents 
many of the difficulties of listening for the strings in a Wagnerian 
crescendo. 

It therefore seems more fruitful to turn further back to earlier and 
quieter decades, before these explanations geared to bigness in effect 
“take over” American economic history, and to seek the point at which 
a distinctive pattern of American manufacturing first appears and the 
reasons advanced in contemporary accounts for its appearance. 


V 


We find that during the first half of the nineteenth century there 
emerged patterns of producing (and marketing) manufactured goods 
that by the 1850’s had become widely known abroad as the “American 
system of manufacturing.” Centering in southern New England and 
in the light metalworking industries, notably in firearms, clocks, 
watches, locks, and tools of various kinds, and then spreading into 
neighboring states and a broadening range of industries, there came 
into being the basic elements and patterns of modern mass manufac- 
turing; that is, the principles and practice of quantity manufacture of 
standardized products characterized by interchangeable parts and the 
use of a growing array of machine tools and specialized jigs and fix- 
tures, along with power, to substitute simplified and, as far as possible, 
mechanized operations for the craftsman’s arts. Hand in hand with the 
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technical advances *® went parallel developments in the organization 
of productive effort and in the new methods necessary to market stand- 
ardized quantity products.” 

While we do not have answers to many questions that interest us, 
the substantial material set forth in the literature thus far *° seems to 
provide a sufficient basis for the following general propositions: (1) 
that a distinctive pattern of manufacturing had come into being in the 
United States in the period before the Civil War, having many of the 
characteristics, technical, economic, and social, that the world today 
associates with contemporary American manufacturing; (2) that while 
there were both anticipations and parallel developments abroad, and 
the debt to Europe remained heavy and continuous, the new society 
made important independent contributions to the development of this 
system throughout the early decades of the nineteenth century, in 
tools, techniques, and above all in ways of approaching and organizing 
both production and distribution; (3) that these early American inno- 
vators often seem to have more clearly seen the general principles and 
potentialities of their departures from traditional ways than their con- 
temporaries elsewhere; ** (4) that these new patterns and the extensive 


8 Primarily worked out, according to Joseph W. Roe, in England and New England in the 
decades between 1800 and 1850.—English and American Tool Builders (New Haven: Yale 
University Press, 1916), pp. 4-5 and ff. In these early decades, of course, “tolerances” in no 
way approached those associated with precision manufacturing today. 

9 On the latter phase the early history of the Connecticut clock industry offers an interesting 
example of the cases in which a market had to be created in order that the economies of 
quantity manufacture might be realized. 

10 Most notably in the writings and researches of Joseph W. Roe, Charles H. Fitch, D. L. 
Burn, A. P. Usher, V. S. Clark, A. H. Cole, Felicia Deyrup, and others, conveniently cited and 
briefly summarized in the Bibliography of the very useful recent book by George R. Taylor, 
The Transportation Revolution, 1815-1860 (New York: Rinehart and Co., 1951), pp. 220 ff. 
and 418-24. To titles there listed may be added two additional books of a somewhat different 
nature, Siegfried Giedion, Mechanization Takes Command (New York: Oxford University Press, 
1948), and Jeannette Mirsky and Allan Nevins, The World of Eli Whitney (New York: The 
Macmillan Co., 1952). 

11 E]i Whitney, for example, thus wrote in 1812 (somewhat naively and boastfully) in seeking 
a new government contract for 15,000 muskets: 

The subscriber begs leave further to remark that he has for the last 12 years been en- 
gaged in manufacturing muskets; that he now has the most respectable private establish- 
ment in the United States for carrying on this important branch of business. That this 
establishment was commenced and has been carried on upon a plan which is unknown in 
Europe, and the great leading object of which is to substitute correct and effective operations 
of machinery for that skill of the artist which is acquired only by long practice and experi- 
ence; a species of skill which is not possessed in this country to any considerable extent.— 

Roe, English and American Tool Builders, pp. 132-33. Such contracts and financing played a 
critical part in Whitney’s remarkable early development of quantity manufacturing on the 
principle of interchangeable parts. 
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social transformation that they involved met with far less resistance 
here than abroad; on the contrary, that the new horizons and ways 
of working, organizing, and consuming were facilitated by the pre- 
vailing social framework and accepted and encouraged as the natural 
way of doing things, with an ease and generality that was unique. 
The basic features of all this were in being by the mid-century and 
successfully applied to a broadening range of industries among the 
Northern states. A rising “industrial consciousness” that gave early sup- 
port to practical education and a technical literature hastened their 
spread.” The Crystal Palace Exhibition of 1851 served as a kind of 
milestone where the world began to discover and to record its reac- 
tions to what “the colonists” had done.’* Examination of its records and 
those of the industrial exhibitions held by Western nations in the years 
between 1851 and 1867 shows more than twenty industries in which 
an “American system of manufacturing” was recognized. Agricultural 
machinery, firearms, sewing machines, rubber goods, and woodwork- 
ing and other machine and hand tools were most prominent, but the 
list ranged ever wider from certain textile machinery through cutlery 
and precision instruments to carriages, pianos, and paper bags. Euro- 
pean comment often gave much attention to the crudity, the lack of 
finish, the use of wood in place of metal, or the light construction of 
various articles; but admiration for their simplicity, originality, effec- 
tiveness, and above all their economy and volume of production led 
not only to recognition at the world fairs but to the increasing entrance 
of American products and methods into European markets as imports, 
or through licensing or notably less formal practices. American manu- 
facturers also began to establish plants abroad in this era, and the 
factory that Colt set up in England in 1851 quite literally astounded 
professional opinion.”* Finally, as early as 1853 European industrial 
commissions began arriving in the United States to report on the 
American system of manufacturing, and the British Ordnance Com- 


12 For an interesting discussion of the early phases of this, which already had considerable 
momentum by 1830, see Samuel Rezneck, “The Rise of Industrial Consciousness in the United 
States, 1760-1830,” Journal of Economic and Business History, V, No. 4 (August 1932), 784- 
811. 

13 Merle Curti, “America at the World Fairs, 1851-1893,” American Historical Review, LV, 
No. 4 (July 1950), 833-56, provides an instructive overview of the longer period and many 
leads into the literature. The American showing in 1851 was both late and very incomplete. 
The comments below draw on the official and unofficial materials arising from the five ex- 
hibitions held between 1851 and 1867. 

14 See the remarks of James Nasmyth quoted below, p. 377. 








372 John E. Sawyer 





mittee of 1854 initiated a widening stream of European commissions 
that came not only to observe but to buy tools and equipment and bor- 
row personnel and methods as well.”® 

The kind of things that caught the attention of expert European 
machine makers and manufacturers is clearly and briefly illuminated 
in the reports of the British commissions that came here in 1853 and 
1854. These reports have the special value of bringing to bear on 
American developments the perspectives of highly qualified judgment 
from the acknowledged leading industrial nation of the time. The 
single “Report of the Committee on the Machinery of the United States 
of America” (1854) will here serve our purpose.*® 

Arising from the concern of the Ordnance Department with the in- 
efficiency of small-arms production in Britain, this committee, with 
John Anderson, Inspector of Machinery, as its central figure, conducted 
an extensive survey of standardized manufacturing in the Northeastern 
states in the spring and summer of 1854. While their assignment led 
to a special focus on the manufacture of firearms in both private plants 
and national armories—and calls attention to the role of large govern- 
ment contracts, funds, and facilities in the early development of this 
particular field—their observations fortunately ranged far beyond. 
Even in covering their formal mission, they did not stop with the 
examination and purchase of machine tools employed but went on 
to study the systematic organization of the flow of work and the 
more general features of the system—from its bookkeeping to the 
speed of production and the facility with which interchangeable parts 
were finally “assembled.” To this end, their Report notes many 
details: 


Besides the machinery and tools which have been enumerated, there are hun- 
dreds of valuable instruments and gauges... . 

The Committee also observed that everything that could be done to reduce 
labour in the movement of materials from one point to another was adopted. 
This includes mechanical arrangements for lifting material, &c., from one floor 
to another, carriages for conveying material on the same floor, and such like. 
Many of the parts . . . are polished on buffs, in the same manner as practised 


15 Charles H. Fitch, “Report on the Manufactures of Interchangeable Mechanism,” Tenth 
Census of the United States [1880]: Manufactures, Il, 619-20. 

16 Parliamentary Papers, House of Commons, Accounts and Papers (21), 1854-1855, L. 
For convenience, page references follow those of the Report itself. D. L. Burn summarized 
many of the essentials of both this Report and those of the British Commissioners to the New 
York Industrial Exhibition of 1853 in an interesting article nearly twenty-five years ago, “The 
Genesis of American Engineering Competition, 1850-1870,” Economic History, Il (January 
1931), 292-311. For our purposes they deserve attention in their entirety. 
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in England; but on the whole less attention is bestowed on . . . high finish given 
to the parts, only to please the eye.1” 


But apart from praise for the best machinery seen in the small-arms 
industry, the Report is studded with references on other fronts to new 
tools or new ways of adapting and using machinery, which “struck 
the Committee as useful or new” as it moved about. Thus, in the first 
few pages they specifically enumerate for later discussion: 


A peculiar shaped screw augur. . . . Extensive rope spinning machinery... . 
An apparatus for cleaning metal. ... A new sort of trip hammer..... A 
new sort of steam tilt hammer. . . . Machine for polishing lasts. . . . A vertical 
saw, for cutting irregular forms. . . . An apparatus for testing the quantity of 
power required to work a machine. . . . A machine for sifting sand. . . . Patent 
magnetic sewing machine. . . . Yankee chaff cutter. . . . Tourbine water-wheel. 
. . - Machine for cutting files. . . . Cask making machinery. ... Packing up 
machinery.18 


Of greatest significance is the diversity of industries in which they 
found the “thorough application” of the manufacturing principles 
we are discussing. Thus for New Haven, in addition to Whitney’s 
armory, their Report reads: 


Jerome’s Clock Manufactory. In this establishment clocks are made in im- 
mense quantities for home use and exportation; 600 per diem being the yield, 
with 250 men employed. 

Machinery is most extensively used in all parts of the manufacture, and the 
clocks produced at a very low price, the movements of some costing only $1. 

Messrs Davenport and Mallory’s Works. This [is] a manufactory of padlocks 
and locks; and the same system of special machinery is applied to every particu- 
lar part; and all . . . can be interchanged. 

The work is turned out at very low cost, some padlocks being made for 5 
cents (244 d), and 2000 produced daily. 

Messrs. Candie [sic] and Company's Factory. This is a manufactory of india- 
rubber shoes, in which machinery is applied as far as practicable, and with 175 
hands 2000 pair are daily produced.?® 


As the committee went its round, on to New York, Philadelphia, 
Pittsburgh, Buffalo, Utica, and back to New England, the list grows 


17 Committee on Machinery, pp. 38 and 43. (The verb “assemble” is regularly put in 
quotes.) They were particularly impressed by an ingenious sequence of sixteen machines for 
producing gunstocks, “devised and set to work with its present degree of perfection.” In the 
course of their trip they placed orders for approximately $100,000 worth of tools and equip- 
ment (1854 dollars). 

18 Jbid., pp. 8-12. 

19 [bid., pp. 11-12. A later passage duly explains that the keys were not identical. 
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impressively. It includes a stone works where “machinery has been 
extensively applied”; a chandelier and lamp factory with “all the work 
carried on on a manufacturing principle”; an accoutrements works 
similar to those in England “except [for] the extent of the premises 
and work-rooms, and the wholesale way in which the work was con- 
ducted”; “a large manufactory of leather in which machinery was 
extensively applied”; biscuits “made in larger quantities, and ma- 
chinery used in almost all the processes”; and so on for spades and 
shovels; wagon building; nails made by a boy at 200 per minute; rail- 
way spikes, whips, and melodions, all made on the factory principle; 
pails and tubs where “machinery is used most extensively, by means 
of which 1000 buckets are produced daily at a very cheap rate, and 
exceedingly well made”; railway cars, doors and sash, wooden pegs, 
screws “made by self-acting machinery which is particularly good 
. . » Nettlefold’s is perhaps the best Screw Manufactory in England, 
but very inferior to Mr. Grigg’s”; and so on to furniture, bedsteads 
produced at 15,000 yearly, boot trees, boat oars, carriages and other 
items, all found in production on similar lines.” 

The committee also recorded its disappointments with certain fields 
(like sewing machines for their purposes, for example), and at many 
points noted that equipment was rough or quality poor. More signif- 
cant, however, are the repeated recommendations that particular Amer- 
ican methods and standards should be adopted in England. Perhaps 
the most concise over-all assessment offered is the following: 


As regards the class of machinery usually employed by engineers and machine 
makers, they [the Americans] are upon the whole behind those of England, 
but in the adaptation of special apparatus to a single operation in almost all 
branches of industry, the Americans display an amount of ingenuity, combined 
with undaunted energy, which as a nation we would do well to imitate, if we 
mean to hold our present position in the great market of the world.” 


The Report as a whole reaches far beyond machinery in its emphasis 
on speed and efficiency, on ingenuity, simplicity, and specialization, 
perhaps above all, on “the admirable system everywhere adopted, even 
in those branches of trade which are not usually considered of much 
importance.” ” 

20 Ibid., pp. 13-20. Also see Chapter iv for fuller discussion of the manufacturing of many 
of these items. Particularly interesting for our purposes are those on pails, nails, spikes, screws, 
or, for the break with craft traditions, melodions. 


21 Ibid., p. 32. 
22 Ibid., p. 84. 
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VI 


All this, it will be remembered, had emerged in the period before 
the “big” explanations became operative and at a time when principles 
of comparative advantage might have argued for other lines of growth 
—before the transcontinentals and the open hearths; before the ores 
of the Mesabi or the opening up of oil; before the great capital ac- 
cumulations associated with later decades; and, most important, before 
that always-cited bigger American market had come into existence. 
Until after the mid-century the total internal American market was 
smaller than that of leading European countries and markedly reduced 
as an effective market by geographical spread.”* In fact the germ of 
the pattern, the basic principles and features of the whole, and their 
successful application, took shape before 1850 in small industries in 
sparse New England towns, which often had to sell their products 
in thin and scattered markets. 

Yet it was in this place and time that the “underdeveloped” coun- 
try—the country for whose manufacturing future Lord Sheffield and 
others had not long before recorded such dismal views—overleaped the 
more mature economies of the leading countries of Europe in certain 
distinctive patterns of manufacturing and marketing. While output 
in these lines was of small import in the volume of the world’s trade 
in 1850, they represented a growing front of high importance for the 
future of manufacturing. We have here a massive fact requiring ex- 
planation. 

Major parts of such an answer, of course, lie within traditional eco- 
nomic spheres—the high cost of labor and shortage of traditional skills, 
the rapidly expanding market for cheap manufactures, improving 
transportation, the new technological possibilities, and the range of 
factors associated with differential rates and timing of growth. But | 
do not think these considerations, nor the favorable formal political 
and legal framework of the young Republic, will begin to carry us 
far enough in trying to understand why the United States jumped so 
rapidly from home and handicraft and imported manufactures into 
such patterns as we have seen; why it did not longer follow its predicted 


23 Though understating the case in omitting the factor of established overseas markets, popu- 
lation figures by “countries” crudely reflect the relatively smaller market of American producers 
through the first half of the century as compared to those in leading European countries. Thus 
for 1850 population for the United States is given 23.2 millions, 27.5 for the United Kingdom, 
and 35.8 for France-—W. S. and E. S. Woytinsky, World Population and Production (New 
York: Twentieth Century Fund, 1953), p. 44. 
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history; or why these developments in manufacturing came as they 
did, where they did, and when they did. 


Vil 


Directions which we must press further seem once again to be most 
clearly suggested in the contemporary accounts of European observers 
who over the first half of the nineteenth century, as today, have left a 
massive record of their findings and of their views on the reasons why. 
While again requiring caution and correction, what they saw and 
thought deserves our serious attention. 

Here I have turned to three main bodies of evidence from the early 
or middle decades of the nineteenth century, each carrying within it 
the comparative perspectives of the Old World on the New: the great 
and varied literature of the general travelers who came and passed 
judgment upon us and upon our economic life in profusion; the of- 
ficial reports and unofficial commentaries arising from the international 
exhibitions; and the various specialized reports of industrial commis- 
sions that came to examine our methods of manufacture, such as that 
reviewed above. While I am still mid-stream in these materials and thus 
shall defer any full appraisal, I can report from an extensive screening 
to date: first, the overriding weight of testimony supporting the basic 
social and cultural themes familiar from the classical accounts of 
Crévecoeur, Tocqueville, and others; and, second, the cross-consistency 
among these three bodies of contemporaneous material. This extends, 
thus far, both to the general emphasis on a distinctive social order in 
explaining distinctive economic patterns and results and to particular 
characteristics of the new society that are felt to have pressed on these 
results. 

Experts commenting on our machinery or industrial commissions 
studying our techniques of standardized manufacturing sustain the 
prevailing themes of the general traveler. In much the same vein and 
many of the same words, their reports turn to differences in the nature 
and diffusion of education in America; the absence of rigidities and 
restraints of class and craft; the freedom from hereditary definitions 
of the tasks or hardened ways of going about them; the high focus 
on personal advancement and drives to higher material welfare; and 
the mobility, flexibility, adaptability of Americans and their boundless 
belief in progress. These and closely related patterns are linked directly 
to economic behavior and economic results—to initiative, originality, 
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systematic effort, and boldness; the “eager resort to machinery” and 
productive use of small capital, at a time when small capital was de- 
cisive; the ceaseless search and ready adoption of the new and more 
efficient; the intense responsiveness to shifting opportunities and ex- 
panding horizons; the “go-aheadism” that visitors from all categories 
so often placed at the root of the “immense drive” of American manu- 
facturing.” 

Not all comment was laudatory by any means, in tone or intent. 
Large numbers of observers freely expressed their displeasure or even 
disgust with American institutions and American ways. But whether 
they talked of “a noble desire to elevate one’s station” or “vulgar dollar 
chasing,” and whether they liked or denounced a society in which 
business rode high and a wide open social structure fostered mobility, 
rootlessness, restlessness, and the like, and gave enhanced significance 
to the visible results of economic success, they were pointing to social 
values and a social order uniquely favorable to the particular patterns 
of manufacturing that we have been discussing. 

Some of Europe’s best-qualified observers made the connections most 
sharply of all. Thus James Nasmyth, one of England’s outstanding 
machine makers, told a Parliamentary Committee that he had been 
humbled by the experience of going through the factory Colt estab- 
lished in England in 1851. 


The acquaintance with correct principles has been carried out in a fearless 
and masterly manner, and they have been pushed to their full extent; and the 
result is the attainment of perfection and economy such as I have never seen 
before. [Many English mechanics knew the correct principles] but there is a 
certain degree of timidity resulting from traditional notions, and attachment to 
old systems, even among the most talented persons, that they keep considerably 
behind. . . . In many cases young men mind four machines. One had been a 
butcher, another a tailor, another a gentleman’s servant... . You do not de- 
pend on dexterity—all you want is intellect.?® 


Or to return to the findings of John Anderson and those associated 
in the British Ordnance Committee on the Machinery of the United 
States of 1854: 


. indeed every workman seems to be continually devising some new thing 
to assist him in his work, and there being a strong desire, both with masters and 


24 These observations are based on each and all of the three bodies of evidence mentioned at 
the beginning of the preceding paragraph. 

25 Before a Parliamentary Select Committee on Small Arms, 1854, XVIII, Q. 1367, as 
quoted in D. L. Burn, “The Genesis of American Engineering Competition,” 296-97. 
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workman all through the New England States, to be “posted up” in every new 
improvement, they seem to be much better acquainted with each other all 
through the trade than is the case in England.?® 





Again in their conclusions they give special attention to 


. . . the dissatisfaction frequently expressed in America with regard to present 
attainment in the manufacture and application of labour-saving machinery, and 
the avidity with which any new idea is laid hold of, and improved upon, a 
spirit occasionally carried to excess, but on the whole productive of more good 
than evil. 


And to working conditions and results, noting, for example: 


The care universally bestowed on the comfort of the workpeople, particularly 
attracted the notice of the Committee; clean places for washing .. . , presses 
to contain their change of clothes, and an abundant supply of good drinking 
water, in many cases cooled with ice. 

The regular attendance and cleanliness of the workmen, and the rigid exactness 
with which the work is continued up to the last minute of the working hours.?* 


While we cannot begin now to exploit additional sources, a single 
passage from the British Commissioners’ reports on the New York 
Exhibition of 1853 may offer an appropriate place at which to stop: 


As there is no apprenticeship system, properly so called, the more useful the 
youth engaged in any industrial pursuit becomes to his employer, the more 
profitable it is for himself. Bringing a mind prepared by thorough school dis- 
cipline, and educated up to a far higher standard than those of a much superior 
social grade in society in the Old World, the American working boy develops 
rapidly into the skilled artizan, and having once mastered one part of his busi- 
ness, he is never content until he has mastered all. . . . The restless activity of 
mind and body—the anxiety to improve his own department of industry—the 
facts constantly before him of ingenious men who have solved economic and 
mechanical problems to their own profit and elevation, are all stimulative and 
encouraging; and it may be said that there is not a working boy of average 
ability in the New England States, at least, who has not an idea of some 
mechanical invention or improvement in manufactures, by which, in good time, 
he hopes to better his position, or rise to fortune and social distinction. 

On this intelligent understanding of the true position of things, and the re- 
quirements of the social system around him, the skilled workman rests his posi- 
tion.?8 


26 Loc. cit., p. 38. 

27 Ibid., p. 85. At another point, however, higher absenteeism is mentioned. 

28 New York Industrial Exhibition: Special Report of Mr. George Wallis, Parliamentary 
Papers, House of Commons, Command Paper, 1854, XXXVI, p. 3 (of Mr. Wallis’ Report). 
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Though these and like observers give appropriate emphasis to other 
causes as well—notably the shortage of skilled labor—they show no 
equivocation in assigning a very central place to the goals and values 
and structural characteristics of the American social order in explaining 
the distinctive manufacturing developments under review. 


Vill 


More significant still for our larger question are the similarities that 
appear between these earlier accounts relating to the nineteenth-cen- 
tury beginnings of the “American system of manufacturing” and the 
comparable accounts of European observers of recent years with which 
we began this discussion. New notes have, of course, appeared. Much 
more striking to me, however, is the stability, the parallelism in what 
European observers have emphasized about the American scene in 1850 
and 1950. This stands out—as perhaps the quotations have suggested— 
for both the characteristics of American manufacturers and the system 
that produced them. It stands out also for particular social and cultural 
characteristics that are felt to have fostered these results. 

There is no need to strain the case, I believe. Giving allowance to 
the influence of stereotypes, and noting changes that also are visible, 
the extraordinary similarities in gross emphasis and in detail in these 
bodies of observations more than a century apart suggest that we have 
here no fleeting phenomena, no marginal factors in economic history. 
They suggest that we are dealing here, in Professor Kuznets’ words, 
with both antecedent and sustaining conditions of economic growth. 
And in so doing, they point to a task for economic history stretching 
far ahead. 


Joun E. Sawyer, Yale University 





The balance of his introduction or the “Conclusion” of the corresponding Report by Joseph 
Whitworth offer impressive testimony in this vein. 








Entrepreneurship, Industrial Organization, and 
Economic Growth: A German Example* 


HE following bit of research has two purposes, one general and 

one specific. Its general purpose is to suggest how the three ele- 
ments in its title are linked together, and in doing this to connect more 
closely the work of historians, which has focused on entrepreneurship, 
with that of economists, which has centered around economic growth 
as measured in statistical aggregates. The specific purpose is to show 
how the organization of the German coal-mining industry in fact 
constituted one such connection between the economic activity of indi- 
viduals and the industrial development of a nation. 

The general purpose is pursued in Section I, where the need for a 
more sophisticated linkage between entrepreneurship and aggregative 
economic phenomena is exposed. This need is seen to exist particularly 
where, in an economic model, a system of small, competitive decision- 
making units is to be supplanted by complex private or public organi- 
zations of a semimonopolistic nature. Analysis of the particular ex- 
ample is introduced in Section II by a discussion of two alternative 
types of monopolistic organization, how they might be expected to 
develop a mining industry under the control of single-minded, profit- 
maximizing entrepreneurs, and how their operations might affect the 
fuel supply of the economy in which they operated. In Section III— 
rather categorically because of limitations of space—some explanatory 
value is claimed for the model organizations of Section II for the 
period 1890-1915 in Germany. In the years 1925-1929, which are ex- 
amined in more detail, use of a more complex model of industrial 
structure would seem to be required. Section IV outlines very briefly 
the industrial organization within which individuals worked in the 
Ruhr coal industry in these years and leads back to the general sub- 
ject of this paper: the significance of industrial organization as a link 
between entrepreneurship and economic growth. 


* The author is indebted to the Social Science Research Council for generous assistance, which 
made possible a two-year residence in the Ruhr in 1949-1951, during which the material for 
the present study was gathered. He wishes also to acknowledge the help of numerous American, 
British, and German officials who gave him ready access to the records of the former Rhenish- 
Westphalian Coal Syndicate and several of the coal-steel combines, and to the important collec- 
tion of material in the Bergbau-Bibliothek in Essen. Acknowledgment should also be made to a 
number of generous friends and colleagues for suggestions and advice during the preparation 
of this article. 
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I 


The study of German entrepreneurship cannot satisfactorily be con- 
ducted by examining the psychology of a few individuals or the soci- 
ology of a small elite. Instead, the concept must be defined rather 
widely to include any activity in the production and exchange of goods 
and services which is not wholly routine and automatic; in which, 
apart from mere manual or mental habit, an element of guesswork or 
judgment is involved; in which risk based on the stock of accumulated 
knowledge is not inappreciable. Such a definition is wider than “in- 
novation” in Schumpeter’s sense; it includes all adjustments of exist- 
ing practices to new situations, and the line separating it from merely 
routine activity is fixed by the novelty in the situation that the indi- 
vidual must face. It comprehends more than command and organiza- 
tion of the factors of production. Including many activities that a 
workman faces in his daily tasks, it extends entrepreneurship down 
from the business elite well into the nether kingdom of labor and labor- 
ing skills. 

Now any form of economic change, including economic expansion, 
is evidently connected, first, with the breadth and character of choice 
that individuals encounter in their daily activities as producers and 
sellers of goods and services, that is, with the scope for entrepreneur- 
ship as here defined, and, second, with their response or the skill and 
vigor with which they perform their many entrepreneurial functions, 
both great and small. One might suppose therefore that as between 
two economies exhibiting different rates of growth the one with the 
more rapid growth must either possess in the aggregate greater eco- 
nomic opportunities, such as better materials or a favored location 
with respect to world markets, or else it must be blessed with a group 
of unusually clever, vigorous, rational, profit-minded entrepreneurs. 
The economist’s interests lie in examining how techniques, resources, 
demand, the capital market, and a little judicious government aid can 
be arranged to create market situations to which properly motivated 
entrepreneurs can respond—through the instrumentality of the business 
firm seeking maximum profit; the historian’s interest in the entre- 
preneur centers in explaining how societies have produced the clever, 
vigorous, rational, profit-minded individuals the economist orders. 
Combining these, we are in danger of obtaining a study of economic 
growth that reduces itself to a matter of price relationships and the 
biographies of industrial Titans. 








382 William N. Parker 


Such a framework of explanation is satisfactory where an economic 
model involving competitive, one-man firms can be utilized. In such 
a model, the psychology of the decision maker is all that is required for 
the understanding of the firm’s response to opportunity. No problems 
of firm structure, of division of authority, of fragmentation of the 
entrepreneurial function among many men in a large organization 
need arise. The paradox of private self-interest serving the social good 
here also can be resolved by the mechanism of the market and the 
free movements of price. In the presence of other favorable factors 
(and even in the absence of an exact theoretical statement), it is not 
surprising that the clever, vigorous, rational, profit-seeking activity of 
the competitive entrepreneurs somehow yields a rapid rate of economic 
expansion. 

This model of individual entrepreneurial activity in a developing 
economy must be made more complex and subtle to be useful in ex- 
plaining economic change where large firms, combines, cartels, or 
government bureaucracies partially replace the market and “usurp” 
the entrepreneurial function. Certainly in understanding the move- 
ment of the German economy, its rapid growth, its remarkable recuper- 
ative power after disaster, a more sophisticated linkage is required. 
Without it, one who seeks explanations may suffer a strong propensity 
to flee too quickly out from the Black Forest of monopolized markets 
to gather brighter blossoms on loftier slopes. 

To be sure, German economic development was made possible by 
opportunities offered by nature, by technology, and by markets, and 
it was carried forward by a people who adapted themselves to the in- 
dustrial and commercial arts; but it depended also for its balanced 
success upon the framework of German business institutions. Those 
institutions stretched like an invisible web across the German economy, 
creating a division of labor within the entrepreneurial function along 
bureaucratic lines. Within whole industries, they served to break down 
the natural and market opportunities offered by the movements of 
demand and cost into a large number of small interdependent parts, 
to which each German, within the limits of his job, could make a co- 
herent response according to his motivations, the response of each in- 
dividual affecting the scope of opportunity available to others. The 
operation of such a system can be observed in the complex organiza- 
tion through which the coal of the Ruhr—Germany’s principal indus- 
trial resource—was exploited, processed, priced, and distributed between 
1890 and 1930. 
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II 


The utilization of the Ruhr coal deposits involves questions central 
to German economic development. Even under the German Empire, 
when the Saar and Silesian deposits were also available, the Ruhr de- 
posits formed Germany’s principal source of fuel.’ At what rate should 
extraction take place? To what extent should the coal be processed, 
by briquetting or coking the fine sizes, at the mines before shipment? 
How should distribution be made among the various groups of Ger- 
man consumers, with their different types of fuel requirements? To 
what extent should industrial consumers be favored in the price scales 
at the expense of household consumers? How much of each grade 
and size should be exported? 

Correct answers to these questions are important for a high rate of 
economic growth in Germany for two special reasons having to do 
with the characteristics of the deposits themselves: first, the location 
of the coal bed at the intersection of the Rhine and the principal East- 
West trade route in Northern Europe (the so-called “Hellweg’’), and, 
second, the superior quality of the coke derived from Ruhr coal for 
blast furnace use.” For both these reasons, the Ruhr area is a favorable 
site for steel production, and consequently for coking and for the as- 
sembly of by-product and auxiliary industries that cluster around 
mines, coke ovens, and steel mills. It is favorably located for the ship- 
ment of all its products, including coal, up and down the Rhine, across 


1 The resources available for development under the German Empire consisted mainly in a 
food surplus in the East, iron ore in Lorraine, the cheap North-South river transport, and the 
fuel deposits and timber reserves. The rate of development must be studied as the response of 
Germans to opportunity set by these resources on the one hand and conditions outside Germany 
(development of technology, markets, and supplies of materials) on the other. The Ruhr pro- 
duction accounted for 44 per cent of the Reich’s coal output in 1871, and rose steadily to 56 
per cent in 1903 and 60 per cent in 1913.—Verein fiir die bergbaulichen Interessen im O.B.B. 
Dortmund, Die wirtschaftl. Entwickelung des niederrh.-westf. Steinkohlenbergbaues (Berlin: 
J. Springer, 1904), I, 52-54; and Statistisches Heft (Essen, 1914). 

2 A trustworthy general description of the geography of the Ruhr area and the characteristics 
of Ruhr coal is given in N. J. G. Pounds, The Ruhr (Bloomington: Indiana University Press, 
1952), chaps. 1, 2, 5. See also C. D. Harris, ““The Ruhr Coal-Mining District,” The Geographi- 
cal Review, XXXVI, No. 2 (1946), 194-221. References to the German sources are given by 
Pounds and also in the bibliography of an unpublished doctoral dissertation, “Fuel Supply and 
Industrial Strength” (Harvard University, 1951) by the present writer. The following discussion 
draws heavily on this dissertation, cited hereafter as Parker, Fuel Supply; data and further refer- 
ences on most of the subjects treated here are given in this source. The most comprehensive bibli- 
ography of the Ruhr literature is that of H. Corsten, Bibliographie des Ruhrgebietes, das Schrif- 
tum tiber Wirtschaft und Verwaltung, 10 parts (Essen, 1941-1944), available in the United States 
in the Library of Congress and the New York Public Library. 
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much of Northern and Central Germany, and overseas. Wise utiliza- 
tion and allocation of Ruhr coal can provide the basis of an intense 
industrial complex in the Ruhr area and can go far toward sustaining 
Germany’s position in international trade. That a striking and recur- 
rent development has persistently been achieved—under the German 
Empire, in the late 1920’s, and once again in the last few years—is an 
indication that such wisdom is lodged somewhere deeply in the Ger- 
man industrial system. 

These broad questions of national economy were never encountered 
by any individual, charged with any fraction of entrepreneurial re- 
sponsibility in the German coal industry. Even a pipe dream such as 
Friedrich List produced for the German railway system was never 
sketched out for the development of the nation’s fuel supply.* Within 
the industry itself, competition among producers, which lasted during 
the rapid growth of the 1860's, 1870’s, and 1880’s,* was succeeded after 
1893 by a monopoly organization whose power is almost legendary 
and whose structure has served as a textbook model for German cartels: 
the Rheinischwestfalisches Kohlen-Syndikat.’ The influence of the 
large coal-steel vertical combines—Krupp, Thyssen, Gutehoffnung- 
shiitte, Hoesch, Bochumer Verein—began to grow within the Syndicate 
after 1900 as they purchased mining properties to supply their own 
fuel needs.° The German Government exercised a nominal influence 
through wartime measures, which made membership in the Syndicate 





3F. List, Uber ein sachsisches Eisenbahnsystem als Grundlage eines allgemeinen deutschen 
Eisenbahnsystems (1833). Besides this famous project, the two volumes of List’s Schriften zum 
Verkehrswesen (List-Gesellschaft edition, Berlin: Hobbing, vol. III, 1929, 1931) contain plans 
for other rail systems for Germany, France, Hungary, and the United States, with exhortations 
to all and sundry to build them. On List’s estimate of the importance of coal, see ibid., I Teil, 
351-53. 

4 Description of the rings, clubs, and Vereine prior to the formation of the Coal Syndicate is 
given in the economic volumes of the trade association’s great work: Ver. f.d. bergbaul. Interres- 
sen, Wirtschaftl. Entwickelung (Berlin: J. Springer, 1904), II, 87-291. 

5 The most often cited study in English of the Syndicate, F. Stockder, Regulating an Industry: 
the Rhenish-Westphalian Coal Syndicate, 1893-1929 (New York: Columbia University Press, 
1932), is an excellent digest of the several German monographs, mentioned in its Bibliography. 
A penetrating early study was prepared in 1904 by Francis A. Walker, Monopolistic Combina- 
tion in the German Coal Mining Industry, for the American Economic Association. See also 
the discussion in R. K. Michels, Cartels, Combines, and Trusts in Post-War Germany in Colum- 
bia University Studies in History, Economics and Public Law, No. 306 (New York: Columbia 
University Press, 1928), pp. 67-105. 

6 The so-called “Hiittenzechenfrage” is the subject of two monographs: A. Pilz, Die Hiitten- 
zechenfrage im Ruhrbezirk und Richtlinien fiir eine Erneuerung des Rheinisch-Westfilischen 
Kohlen-Syndtkates (Essen: Gliickauf, 1910), also published serially in the magazine Gliickauf, 
and E. Ledermann, Die Organisation des Ruhrbergbaues unter Berticksichtigung der Beziehun- 
gen zur Eisenindustrie (Berlin and Leipzig: de Gruzter, 1927), pp. 99-124. 
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compulsory, and finally under the Coal Act of 1919.’ The principal re- 
sult of government intervention, however, was to put the compulsory 
Syndicate system on a permanent basis in all mining regions, and to 
set up a hierarchy of semipublic bodies on top of the Syndicate struc- 
tures, leaving them to effective domination by the Ruhr Syndicate it- 
self. There is no evidence in the whole period between 1893 and 1930 
that the Syndicate functioned consciously or consistently according 
to any plan for German industrial development. 

At either end of the thirty-seven-year period from 1893 to 1930, that 
is, in 1893-1900 and in 1925-1929, the structure of the Syndicate was 
such as to lend itself to some measure of formal analysis; such analysis, 
in terms of two model monopoly organizations, is useful in untangling 
the logic of the industry’s operation as it actually occurred throughout 
the whole span of thirty-seven years. In both these two terminal periods 
—as indeed in the intervening years as well—the Syndicate controlled 
the sales of Ruhr coal.® Through its committees (more fully discussed 
in Section IV below), particularly in the latter period, it also effec- 
tively controlled the entry of new mines and the expansion of existing 
mines and cokeries in the area. It fixed the weekly output of the mines 
and determined the share of this output that could be turned into coke 
for sale.’° The difference between the two periods lies in the fact that 
in the years before 1900 the independent mines wholly controlled the 
operations of the organization, whereas in the years after 1925 the 


7 Reichsgesetzblatt 342 and 1449 (March 23 and August 23, 1919). Of the numerous com- 
mentaries on the Kohlenwirtschaftsgesetz, and studies of its effects, that of K. Loose, Vorge- 
schichte, Gestaltung, und Auswirkung des Kohlenwirtschaftsgesetzes (Bonn: 1930), is specially 
pertinent to the present study. See Parker, Fuel Supply, pp. 115-25, and the references there 
cited. 

8 Even the judicious, but essentially very favorable, studies of T. Transfeldt, Die Preisentwick- 
lung der Ruhrkohle, 1893-1925 (Leipzig: 1926), and H. Liithgen, Das Rheinisch-Westfilisches 
Kohlen-Syndikat in der Vorkriegs-, Kriegs-, und Nachkriegszeit und seine Hauptprobleme 
(Leipzig: 1926), put forward no such claim. It seems likely that the Syndicate’s policy respect- 
ing reparation shipments and deliveries to new customers during the British coal strike in 1926 
was directed toward the long-run interests of the coal industry. This, however, is a different 
matter. 

®8 The annual reports of the Syndicate show a control of between 80 and go per cent of the 
basin’s output in the period between 1893 and 1914. The expansion in coal output between 
these years was about 300 per cent and in coke output about 550 per cent. 

10 The Syndicate did not directly intervene in a company’s decisions about coking. The 
existence of a separate coke quota, however, had the effect of controlling quantities of coking 
coal used for this purpose, where production was for sale. See Ledermann, Organisation, pp. 
124-32. The system described here, however, was much simplified in the Syndicate contracts 
of 1926 and 1927. The collected Syndicate contracts have been published for the years 1893— 
1931. Rheinisch-Westfalisches Kohien-Syndikat, Die Syndikatsvertrige des Rheinisch-West- 
falischen Kohlen-Syndikates (Essen: Gliickhauf, 1933). 
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Ruhr steel combines were in nominal control.’ The period 1900- 
1913, in which the steel mills developed their own holdings but did 
not control the Syndicate system, lies between these two extreme situ- 
ations. The years 1913 to 1925 were so chaotic that analysis of them is 
not helpful in the present study.” 

For purposes of preliminary analysis, the entrepreneurial function 
in each of these two extreme cases may be considered as lodged in one 
man, or a small, well-co-ordinated group of men, intent on maximiz- 
ing profit. In the first case, the profit to be maximized would be the 
net earnings of the coal-mining and processing industry as a whole; 
in the later case, the profit would be that of the individual coal-steel 
combines. It may be assumed in our second case that these combines 
are competitive with one another in their steel sales but that no serious 
conflicts of interest arise among them in production and sale of fuel. 
Maximization of profits of the combines as a group in fuel sales will 
then be considered as also yielding maximum profits in these opera- 
tions for the combines taken one by one. The details of profit maxi- 
mization in the production and marketing of so complex a product as 
coal need not be fully elaborated; the examination of those points on 
which the behavior of the independent coal mines’ Syndicate might 





be expected to differ from that of the Syndicate dominated by the steel 
producers, however, is of special interest. 

Both monopolies would behave identically in many respects. To 
maximize profit, prices within an area protected by transport costs 
should be set with reference to the elasticity of demand, with systematic 
freight absorption beyond this area to meet competition up to a point 


11 Data given in an annual output summary of the mines, Ver. f. d. bergbaul. Interessen, Die 
Bergwerke und Salinen im niederrheinisch-westfalischen Bergbaubezirk (Essen: Gliickauf), 
have been grouped according to mine ownership. 

Percentage Distribution of Syndicate Quota by Groups of Mine Owners 
1913 1925 1929 
Ruhr steel 42.3 53-0 53.1 
Non-Ruhr steel 4.8 7.0 6.2 
Other industrial 9 5.2 6.2 
Independent 34.8 34.5 


In these percentages, the quota for sales through the Syndicate and consumption in the owners’ 
works have been combined. The rise in Ruhr steel’s percentage came about wholly through a 
rise in the sales quotas of the steel mills’ mines, so that in 1925 their sales quotas also exceeded 
those of the independent mines. Furthermore, a number of mines, nominally independent, may 
have been under the control of the combines by that time. 

12 The analysis of these years, especially the inflation period, would provide some of the 
reasons for the growth of the steel combines, and for their investment program in mining and 
coking; these developments have been treated by D. Warriner, Combines and Rationalisation in 
Germany, 1924-1928 (London: P. S. King, 1931), and P. Berkenkopf, Die Neuorganisation der 
deutschen Grosseisenindustrie seit der Wahrungs-Stabilisierung (Essen: Baedeker, 1928). 
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at which receipts at the mine no longer covered the marginal costs of 
extraction. The different grades of coal would be sold simply as dif- 
ferent products with rather limited substitutability. Within a single 
grade of coal, both monopolists should consider the technical possi- 
bilities for converting lump coal into fine coal and fine coking coal 
into coke and its by-products; the price differentials for these products 
in the competitive market; and the elasticity of demand for each of 
the different sizes and types of fuel in the monopolized market. Opti- 
mum output, the optimum extent of size transformation and coking, 
the optimum distribution as between monopolized and competitive 
markets, and the optimum price scale for the monopolized market 
would then be simultaneously determined. 

In monopolistic behavior of this general sort, no differences between 
the two types of monopoly organizations are apparent. Differences do 
arise, however, on closer examination, for reasons that may be dis- 
tinguished as relating to: (1) profit maximization in fuel sales, (2) 
policy considerations, (3) general outlook and attitudes. These sources 
of differences must now be examined. 

Narrowly considered, the profit-maximizing behavior of the two 
monopolies would be somewhat different. The difference arises in the 
quantity of blast furnace coke delivered to the steel mills in the min- 
ing area. The demand for blast furnace coke by these mills is very 
inelastic over a wide price range; indeed the only important element 
of elasticity consists not in the possibilities of substitution by another 
fuel or even of substantial variations in the coke-pig iron ratio ** but 
largely in the effect of the coke price on the price of the steel itself. 
The very high price which the independent mines’ monopoly should 
charge would have the effect of restricting steel output to an appreci- 
able extent. The corresponding restriction in blast furnace coke pro- 
duction would have the effect of reducing the output of small coke, 
coke oven gas, and the coke oven by-products, and the corresponding 
restriction in the output of coking coal would have the effect of reduc- 


13 The coke-pig iron ratio can be varied no more than + 20 per cent in the short run by 
changes in the quality of coke and in the iron content of the ore-flux mixture in the blast 
furnace change. Such variations are undesirable, since they may affect the quality of the pig 
iron. In the long run, changes in the blast furnace construction will alter the ratio somewhat. 
The steel-coke ratio may be changed, however, by change-over from converters to open-hearth 
furnaces and by variation in the scrap-pig iron ratio in the open hearths, that is, by changing 
the amount of pig iron required per ton of steel. 

Some data taken from the records of the Vereinigte Stahlwerke show that in the late 1920’s 
coke formed between 30 and 35 per cent of the cost of pig iron, excluding taxes and depreciation 
from total costs, and using the Syndicate’s coke price as a basis of assessing charges. 














388 William N. Parker 


ing the output also of lump coal by the mines, unless either coking 
coal or the coke itself could be sold to customers outside the steel 
mills’ reach. 

The behavior of the Syndicate under the steel mills’ control would 
be less restrictive. The interest of each steel mill would lie in the 
profits of the mill-mine combine as a unit. Particularly if the steel pro- 
ducers were competing with one another, and if the demand for steel 
were rather elastic, monopoly profits accruing to mines before their 
integration into the coal-steel combines might be “competed away” 
with accompanying increases in steel, coke, and coal output. With 
combination among the steel producers, the possibility of increasing 
profits through an increased steel output might still exist, even if this 
meant some reduction in the profits of the mining part of the combine 
for the sales through the Syndicate of the increased quantities of the 
other fuel types produced jointly with the additional blast furnace 
coke required. The expansionary policies of the steel mills might be 
further stimulated to the extent that their control of the Coal Syndi- 
cate permitted them to manipulate the Syndicate policies to their 
own advantage and to the disadvantage of the remaining independent 
member mines.”* 

The restrictionism of the monopoly dominated by steel producers 
could be expected to come about in a more roundabout manner than 
through direct and immediate calculations of profit. Such an organi- 
zation, acting in the best interests of the dominant steel producers, 
might be expected to frame a policy with respect to fuel pricing and 
distribution with an eye to its ultimate effects in the steel market. 
Being interested in selling steel, the steel entrepreneurs should use 
the Coal Syndicate as a means of widening their steel markets, par- 
ticularly if the costs of such an operation could be partly pushed off 
on the other, independent mines. Two ways suggest themselves: re- 
duction in exports of blast furnace coke to rival steel producers, and 
distortion of the price scales in the home market to favor steel-consum- 
ing industries and to penalize household fuel consumers. The first 
of these policies might prove very restrictive of total fuel output; in- 
deed, since the independent mines would have only the export market 
on which to sell blast furnace coke, it would require them either to 
shut down their coking operations or to dispose of their supplies with- 
out exporting to steel mills outside the area. The effect on the foreign 





14 Some means of manipulation are suggested in Section IV below. 
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steel producers might be sufficiently great to permit some expansion 
in the export market of the domestic steel industry provided that no 
retaliatory measures were taken by the foreign country. 

Finally, some general differences in attitudes should exist between 
the two monopolies. These differences would depend on the indus- 
trial organization of the steel industry itself, on the capital invested 
and the financial resources available, on the accounting methods used, 
and on the spirit of the entrepreneurs in the two cases. A competitive 
organization in the steel industry would presumably be immensely 
stimulating to the mining industry under steel-mill domination—stim- 
ulating not only to the volume of output but to the improvement of 
production processes, the search for new markets, and the drive for 
efficient operation. Even without such an organization, however, some 
of the same effects might be present. Regardless of backwardness in 
their own mills, the steel producers might demand coke from their 
captive mines at the cheapest possible price, and might look upon them 
as a good repository of excess investment funds. This attitude could 
to some extent be promoted where the internal accounting system 
priced blast furnace coke at a residual cost after allowing for the net 
yields of all the other mine products; even where this was not the case, 
the temptation so to consider it—and to consider the whole mining- 
coking operation indeed as designed largely to furnish blast furnace 
coke—would be very great. 

As for the “spirit of the entrepreneurs’—that Apple of Discord 
among economic historians—it is difficult to find here the reason for 
the observation often made that the steel industry tends to be more 
“progressive” or “dynamic” than the coal industry.” Within the same 
geographical region one is inclined to look at the opportunities avail- 
able to the entrepreneurs in each industry as expressed within the in- 
dustry’s structure. 


15 This observation is probably more nearly true for the United States or Britain than for 
Germany. Developments in underground haulage, in washing, in processing, and in coke by- 
product utilization were rather rapid in Germany, especially in the early twentieth century. 
Nevertheless, the strongest initiative does seem in many instances to have come from entre- 
preneurs outside the industry: railroad, promoters, shippers, and bankers in the~1850’s and 
1860’s, later from fuel consumers in steel, chemicals, and electricity. On the special features of 
German entrepreneurship, see the preliminary suggestions contained in “Entrepreneurial Oppor- 
tunity and Response in the German Economy,” Explorations in Entrepreneurial History, October 
1954, and the somewhat similar conclusions of Ralph Bowen’s article, ‘““The Roles of Govern- 
ment and Private Enterprise in German Industrial Growth,” JouRNAL oF Economic History, 
X (1950), 68-81. 
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Ill 


Either of the two monopoly organizations just examined might be 
expected to restrict output in the German coal-mining industry. The 
restriction in both cases would seem to arise from a desire to limit 
the output of blast furnace coke available to steel producers. In the 
case of the “pure” mines’ Syndicate, this restriction would occur on 
the domestic market where the demand for Ruhr blast furnace coke 
was very inelastic; in the case of the monopoly dominated by the Ruhr 
steel producers themselves, restriction would be sought with respect 
to exports to rival steel producers, especially in France, Luxembourg, 
and Belgium. The other characteristics to be expected in the behavior 
of these organizations are less sure and less significant than the fact 
that they would both be restrictive, and that the restrictions would 
apply to coking, taking different forms with respect to the marketing 
of the coke. 

Restrictionist behavior directed against steel firms is evident in the 
history of the Coke Syndicate of the 1890’s prior to and just following 
its merger with the Rheinisch-westfalisches Kohlen-Syndikat.”® In the 
years between 1900 and 1913, the Ruhr steel firms began their pur- 
chases of mining properties partly to make themselves independent of 
the Syndicate’s price policies on coke, although the desire to assure 
themselves a steady quality of coke and to find an outlet for invest- 
ment funds were also reasons for this integration. By 1913, the Ruhr 
mills supplied virtually all of their own coke and controlled forty-five 
per cent of the coke output of the Ruhr.’ The Syndicate, however, 
controlled the volume of sales in the market, set prices, determined 
the volume of exports, and remained under the domination of the 
independent mines. 

In the period between about 1900 and 1913, the Ruhr coal industry 
was under a form of organization which, far from being restrictive, 
was in a sense doubly expansionary. The steel mills had escaped from 
the control of the Syndicate with respect to their supplies of blast 
furnace coke, while at the same time the independent mines were free 
to export coke to steel producers elsewhere. The effect of integration 
piled on top of cartelization was not to intensify the restrictionist na- 


16 Ver, f. d. bergbaul. Interressen, Wirtschaftl. Entwickelung, Il, 238-49. The rise in the coke 
price in 1900 and 1901 is especially significant. 
17 See Parker, Frel Supply, Statistical Appendix, Tables C4c, CK1, and CK2. 
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ture of the Syndicate’s operations; rather the coal-steel combines in a 
sense canceled out and frustrated monopoly restrictions in the place 
where they might have been most severe, and where they could have 
done most damage to the industrialization of the region. The result 
was an industrial organization that in no way obstructed the growth 
of a sizable coking industry in che Ruhr, producing a supply large 
enough to fill domestic requirements and extensive export demands. 
This coke was furnished to the Ruhr steel mills owning their own 
mines and cokeries at an effective price equal to the cost of production 
of the coal from which it came, less the yield from the sale of all the 
joint products—lump coal, small coke, gas, and chemicals. 

In the period following 1925, the Ruhr steel mills acquired what 
would seem to have been a commanding position in the Ruhr fuel 
industry. This dominance was achieved largely by the merger of one 
of the largest coal firms with the largest combine,’® and by some ex- 
pansion of basic mining capacity on the part of the combines them- 
selves. It is possible therefore to compare the actual results of the coal 
industry’s operation in these years with those that might be expected 
from a monopoly dominated by the steel-mill consumers of blast fur- 
nace coke. 

In many ways the behavior of the industry in these years corre- 
sponded to the picture of such a monopoly’s behavior sketched in 
Section II. Certainly the most notable development was a growth in 
coke capacity and output sufficient to provide blast furnace coke for 
the additional blast furnace capacity that the industry brought into 
operation.” Pig iron output in the Ruhr mills after 1926 stood at a 
level about thirty per cent above the best prewar year; even with some 
fuel economy the rise in coke consumption was of the order of twenty 
per cent. To understand the reason for this rise in pig iron production 
would require examination of the postwar situation in the steel indus- 
try itself, the loss of some blast furnace capacity in Lorraine, the cur- 
rency inflation, the formation of the International Steel Cartel, and 
the whole complex of factors affecting costs, markets, and the entre- 
preneurial structure.” An increased supply of coke was clearly no 
obstacle; indeed the advantages that expanded coke output offered— 


18 The merger of the Gelsenkirchener Bergwerks A. G. in the Vereinigte Stahlwerke in 1926. 

19 See Parker, Fuel Supply, Appendix 1, based on a collation of official and trade association 
data. 

20 On the situation in the steel industry in the late 1920's, see the report of the so-called 
Enquete-Ausschuss, Die deutsche eisenerzengende Industrie (Berlin: Mittler, 1930), pp. 11-42, 
98-108. 
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advantages for additional power in the Syndicate, for profitable outlet 
of investment funds—was an additional inducement to the expansion 
in blast furnace capacity itself. 

This provision of additional coke was accompanied by the “ration- 
alization” program in the mines and the coking establishments about 
which a considerable literature exists."" The effects in the mining in- 
dustry showed themselves by a continuous rise in productivity of un- 
derground workers, utilizing improved equipment, and especially in 
an improvement in conditions of underground haulage. The additional 
coking capacity took the form of the establishment of the large central 
cokeries with some economy in handling and fuel costs. Most notably, 
the heat interchanges between cokeries and blast furnaces became more 
complex in several installations; *” the additional coke oven gas, both 
from the expanded coke output and from savings effected through 
utilization of blast furnace gas in coke ovens, was made available for 
sale to industrial users, municipal gas works, and household users by 
the erection of the extensive and consolidated network of gas distri- 
bution from the cokeries.”* Throughout all this development, which in 
a sense truly created the Ruhr as we know it today, both the funds 
and the enterprise of the steel-mill directors is evident. 

An examination of the price scales for sales of Ruhr fuel in Western 
Germany in this period shows a structure that might be considered 
favorable to steel producers. Fuels for household use were rather high- 
priced compared with industrial fuels, and at a number of technical 
points the steel mills would seem to have been advantaged.” There is, 





21D. Warriner, Combines and Rationalisation, gives a general picture of this movement. The 
well-known study of the National Industrial Conference Board, Rationalization of German 
Industry (New York: N.1.C.B., 1931), identifies rationalization with cartelization, but see pp. 
1-6 for references on technical aspects of the movement. The dissertation of R. M. Morguet, 
Rationalisierung im deutschen Steinkohlenbergbau nach dem Kriege bis 1929 (Freiburg, 1936), 
pp. 64-83, condenses the data for the Ruhr and gives further references. 

22 The heat economy of a cokery-steel mill installation has been the subject of careful research, 
especially by the so-called ‘““Warmestelle” (Energie-und Betriebswirtschaftsstelle) of the Verein 
deutscher Eisenhiittenleute under the direction of the late Dr. Kurt Rummel. See his Anhalts- 
zahlen fiir die Wdarmewirtschaft, insbesondere auf Eisenhtittenwerken (4th ed.; Diisseldorf: 
Stahl und Eisen, 1947), pp. 178-91. 

23 The annual reports of this organization, Ruhrgas A. G. (before 1928, A. G. ftir Kohlenver- 
wertung), give information on this development, the plans for which are sketched out in the 
company’s published memorandum, Dertsche Grossgasversorgung (Essen, 1927). One dissertation 
by T. Runte, Die Gasversorgung der Provinz Westfalen (Essen, 1931), is most useful. Enquete- 
Ausschuss, Die deutsche Kohlenwirtschaft, pp. 26-60, also describes this development. 

24 This was true at least of the small coke produced jointly with blast furnace coke and sold 
largely to households. See Parker, Fuel Supply, pp. 136-48, 162-88, and the diagrams, showing 
price and yield data taken from the Syndicate records (Diagrams 4-13 to 4-37). 
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however, no evidence of strong steel-mill pressure for any given price 
scale. The scale was set nominally by a semipublic body under strong 
influence of the Ruhr Syndicate. Considerations of monopoly pricing, 
plus a strong element of tradition, were the major factors setting prices 
in the home market.” 

When one looks for evidences of the kind of monopoly restriction 
that a steel-mill-dominated Syndicate might be expected to practice, 
one finds virtually none at all. Here the problem revolves around the 
need of an expanded coke output in the first place. Why did the Ruhr 
mills choose the path of expansion of output rather than curtailment 
of exports to feed their new blast furnaces? The fact seems to be that, 
far from interfering with exports of coke by independent mines, the 
mills participated in such exports themselves.”® Given an expanded coke 
industry necessary to provide the fuel needs of the Ruhr furnaces, a 
proportionate expansion in the supplies of lump coal and of small coke 
was inevitable, and it is to be expected that these quantities might be 
sold on the export market at prices below their price in Germany. But 
blast furnace coke was sold abroad in large quantities at prices far be- 
low the nominal German price.’ Moreover, there is no apparent reason 
why blast furnace coke sold abroad might not have been sold in smaller 
pieces on the German market to household and industrial users at a 
higher price than the foreign sales achieved.”* 

It may be argued that the expanded coke industry was itself profitable 
to the Ruhr mills, and that the attraction of profits here was great 
enough to overcome any reluctance to expand. Such an argument does 
not answer all the puzzles involved and is in itself very dubious. There 


25 Ibid., pp. 132-33. 

26 This can be established from the data on coke output and consumption by the coal-steel 
combines. Their output in 1929 was 20.8 million tons, of which over 16 million was certainly 
of blast furnace size; their consumption of blast furnace coke in that year was only 11 million 
tons, leaving 5 million tons or more in excess of their own requirements. Data on coke con- 
sumption are obtainable in official Statistisches Reichsamt data and in the trade association 
booklet: Statistisches Jahrbuch fiir die Eisen-und Stahlindustrie (Diisseldorf, 1929-1931). See 
Parker, Fuel Supply, Statistical Appendix, Table C4c. In earlier years, this surplus may have 
been much smaller, however.—Ibid., Table 4A(5). 

27 A careful use of official German rail and waterway transport data yields better results for 
regional analysis than the data on foreign trade. Total coke shipments from the Ruhr to desti- 
nations outside Germany averaged 8 million tons a year in both the 1909-1913 and 1925-1929 
periods. The postwar shipments were steadier in volume while the prewar shipments rose from 
5.4 million tons in 1909 to 10.4 in 1913.—Ibid., Table 3A(14-17). Blast furnace and small 
coke are not separated in these data, but records of Syndicate sales in the “competitive market” 
show that sales of small coke there were negligible—Ibid., Diagrams 4-39, 4-40. 

28 The average yield in Syndicate sales of small coke was over 60 per cent above that for 
blast furnace coke, and the differential in the accounting prices credited the delivering mines 
on the Syndicate’s books was about 35 per cent.—Ibid., Diagrams 4-17, 4-28. 
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is no evidence that the fuel industry was anything but overexpanded, 
from the point of view of the real interests of the owners of mines and 
cokeries.” From the point of view of maximum monopoly profit, the 
Ruhr steel mills probably did not act wisely either in financing, and 
through the Syndicate in permitting, the growth of coke output, or in 
allowing disposal of large quantities at low prices to their competitors 
in the Lorraine region. It would be possible to argue that this expan- 
sion, including even the maintenance of exports, was in the best interests 
of the development of the German economy and the Ruhr complex as 
a whole. But it would be very difficult to argue that that consideration 
was, at least in this form, in the minds of the Ruhr steelmasters.”” 





29It is not possible here to substantiate these impressions except by general references. An 
inquiry into the financial position of the mines relative to a wage dispute, the so-called 
“Schmalenbach Report” (Berlin, 1928), after a reasonably impartial questionnaire, concluded 
that depreciation allowances were too low and stated profit figures too high. The Enquete- 
Ausschuss, Die deutsche Kohlenwirtschaft (Berlin: Mittler, 1929), pp. 125-50, 166~71, points 
to the conclusion that yields were excessively low. A study by a disciple of Spiethoff, C. 
Wilhelms, Die Uberzeugung im Ruhrkohlenbergbau, 1913 bis 1932 (Jena, 1938), based on 
data of 10 Ruhr mines, is of interest but not conclusive. The League of Nations Economic 
Committee came to a similar conclusion about the whole European coal industry in a study 
made in 1929 (League of Nations Publications, II. Economic and Financial. 1929, II, 19. The 
Problem of the Coal Industry, Geneva, 1929). See also the 1932 report: The Coal Problem 
(League of Nations Publications, II. Economic and Financial. 1932, II, B 4, Geneva, 1932). 
Finally, data available in the annual reports of the Mining Division of the Vereinigte Stahlwerke 
indicate a low profit figure, which fell with the output expansion between 1927 and 1929. 
See Parker, Fuel Supply, pp. 195-218, for a full treatment of these data. 

30 Rejection of a number of plausible explanations is required to establish the explanation 
of this behavior in terms of the industry’s entrepreneurial structure. Since the central fact is 
the continued sale of blast furnace coke to foreign steel mills at low prices, several alternative 
explanations for these exports, which must be rejected, should be examined. These include the 
following: (a) reparations shipments, (/) degree of co-operation among national groups within 
International Steel Cartel, (c) possible differences of interest among the combines with respect 
to fuel output and sales, (d) substitutability of Northern French and Saar coke for Ruhr coke 
in the French market. Examination of relevant material on the first two topics indicates that 
they had little influence on German behavior in this period. See H. Marchese, Le Charbon, 
elément de réparations (Lorient, 1933), pp. 165-85, and Darmonnel (pseud.), L’Office des 
houilliéres sinistrées (Paris: Jauve, 1933), pp. 72-73. In 1927 one finds a system of import 
licensing for German coal established by France and protested by the Coal Syndicate. On the 
functioning of the International Steel Cartel see E. Hexner, The International Steel Cartel 
(Chapel Hill: University of North Carolina Press, 1943), and C. Nattan-Larrier, La Production 
sidérurgique de l’Europe continentale et l’entente internationale de l’acier (Paris: A. Rousseau, 
1929), pp. 278-316. It is not apparent that the 1927-1930 steel cartel diminished the aggres- 
siveness of the German group, although their interest was mainly directed toward expanding 
their internal markets. See Hexner, International Steel Cartel, pp. 78-79. 

As among the combines themselves, the assumption of an identity of interest with respect 
to fuel sales would seem to be essentially accurate. Size yields and quality of coal were certainly 
similar; concerning cost conditions, no satisfactory statement can be made. The surplus above 
a combine’s own requirements available for sale is the crucial point; on this the relation of a 
combine’s consumption to its sales and coke sales quota in the Syndicate may be taken as a 
guide. A rough comparison between the Vereinigte Stahlwerke and the five smaller Ruhr 
combines is shown by the following data for 1929: 
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IV 


In explaining the behavior of the Ruhr fuel industry under what has 
been called steel-mill “domination,” we are led back to re-examine what 
is meant by the word “domination” in this context. It is not possible 
here to reconstruct the whole picture of the combine-Syndicate system, 
functioning under the nominal public control of the Coal Act of 1919. 
Detailed descriptions of the Syndicate structure, the internal organiza- 
tion of the Vereinigte Stahlwerke, and the compulsory Syndicate system 
under the Reichskohlenrat have been published.** What has not been 
emphasized, however, is the exact nature and location of the decision- 
making function in this system. 

The Coal Syndicate itself was organized under a basic contract to 
which all the members subscribed and which was subject to periodic 


Coke Sales Consumption 
Sales Quota Quota Quota 
(millions of tons) 
nn 34 II 13 
5 smaller combines .......................:+++. 33 8% II 


Differences among the five smaller combines (Mannesmann, Hoesch, Krupp, Gutehoffnungshiitte, 
Klockner) are not much greater than those shown above. All the combines possessed sizable 
sales and coke sales quotas, and so were interested in the fuel market. This does not explain, 
however, why such large fuel interests were acquired and whether the combine would not 
have been better served with coal and coke holdings that did not involve an expansion in 
the total output of the region. See Parker, Fuel Supply, Table C3a. 

The final point—substitutability of Northern French for Ruhr coke—involves a question of 
the ability of the Ruhr Syndicate to affect foreign steel producers by raising prices and cur- 
tailing coke exports. Detailed treatment of this complex question, which involves the whole 
structure of the Lorraine-Luxembourg fuel market, is not possible here; in the long run, with 
expansion of French coal production, development of mine or mill cokeries in France, changes 
in blast furnace design, and improved mixing of coals for coking, the “dependence” of Lorraine- 
Luxembourg producers on Ruhr fuel could be diminished. A different export policy in the Ruhr 
could have set such a train of events in motion; the result of such a challenge to French entre- 
preneurs might have been ultimately stimulating to French development. Instead, German 
Syndicate policy not only made coke relatively cheap but fixed a sales price for coking coal 
that did not encourge foreign cokeries to buy it for coking outside the Ruhr. Such a time 
horizon, however, was almost certainly not available to the Ruhr steel concerns, and on a 
short-run basis interruption of coke exports would have seriously upset foreign producers. The 
continued large coke exports were the result of a large Ruhr coke and gas industry, and that 
was a situation not intended by anybody but simply the result of the industry’s entrepreneurial 
structure as described in Section IV below. 

A fifth objection to this line of argument—that the coke exports were necessary to the steel 
mills in order to obtain Lorraine ore in exchange—is based on a misconception of the economic 
interrelations between these two areas and is not borne out by the statistics for this period. 

31 See the sources referred to above, Notes 5, 6, 7, 8. On the Vereinigte Stahlwerke, see 
B. Dietrich, Vereinigte Stahlwerke (Berlin, 1930), and on its coal holdings, F. Didier, Die 
Beteiligung der Gelsenkirchener Bergwerks A.G. an der Kartell- und Trustbildung (Cologne, 
1931), and the annual reports of the Abteilung Bergbau of the combine. 
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renewal.** Even before wartime regulations and the Coal Act of 1919 
made membership in this Syndicate compulsory, the pressure on dis- 
sident mines to agree to the terms of a contract proposed by the con- 
trolling group was very great. As usual in such organizations, the 
members’ voting power and participation in total output was governed 
by the individual quotas they held; these quotas bore only a rough 
relation to the member’s productive capacity.** The issuance of new 
quotas was the function of Syndicate committees under the control of 
the existing producers. The volume of total output to be taken from the 
member mines for sale through the Syndicate was set at frequent inter- 
vals through the establishment of a percentage figure based on the total 
quota figure, each mine sharing in this output according to the propor- 
tion which its quota bore to the total quota of all the mines. This figure 
was also set by a Syndicate committee in which members voted accord- 
ing to their quotas. Coke quotas and output were set separately from 
coal, by the members interested in coking. Quotas for the steel mills’ 
consumption in their own works were also established but were sub- 
jected to no percentage limitations by the Syndicate. 

The mines, upon delivering coal of various grades and sizes to the 
Syndicate, were credited upon the books of the Syndicate at a scale of 
prices established by a Syndicate committee for this purpose. Actually 
these so-called “accounting prices” followed the price scale established 
for sales in the “noncompetitive” Western German market.** The 
actual sales contracts, however, were made by the Syndicate officials 
who were not representatives of member mines but formed an en- 
trenched bureaucracy of their own. They in turn governed the distribu- 
tion of sales between the noncompetitive and the export markets,®” and 
it was their policy that fixed the final yield actually obtained. This 
total yield was then compared with the credits earned by the mines on 





32 This summary of the Syndicate structure is based on the Syndicate contracts of 1926 and 
1927 (R.W.K.S., Syndikats-vertrége) and on descriptions contained in Lithgen, Das R.W.K.S., 
Part I, passim. 

33 The coal and coke sales quotas of the whole postwar period were inflated above the 
mines’ combined capacity. The percentage of the annual quota on which deliveries were actually 
called for ran between 50 per cent and 60 per cent during 1925-1929. Parker, Fuel Supply, 
Diagram 4-2, based on Syndicate data. 

34 A good description of the internal accounting practices of the Syndicate is contained in 
H. Walther, Die Entwicklung des Abrechnungsverfahrens des Rheinisch-Westfilischen Kohlen- 
Syndikates und seine Preispolitik (Essen: typewritten, 1933); this work is a Diplomarbeit, 
available in the Bergbau-Bibliothek in Essen. 

35 The noncompetitive area was defined to include Germany west of the Elbe, excluding 
the North Sea coast where British coal could compete, and including Berlin. Nearly all the 
sales in the competitive area were exports to Western European countries. 
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the Syndicate books, and the latter were reduced by a flat per-ton levy 
to bring them in line with the sums actually available to be paid out by 
the Syndicate to its members.*® 

Under this system the opportunity for powerful entrepreneurs in the 
steel-coal combines to exercise vast power in their own interests was 
certainly very great. The acquisition of a majority of the total quota by 
any group meant control over the granting of new quotas, and so over 
any expansion of capacity in the region. The ability to fix the percent- 
age of quotas to be delivered for sale meant a close control over output, 
while the exemption of the mills’ own consumption quotas from any 
limitation gave the steel mills complete freedom in the exercise of such 
power. Even more important, the ability to control the accounting price 
scales meant that the controlling group could, as it were, “bleed” mines 
producing certain types of coal at the expense of others. The steel mills, 
for example, could conceivably set high accounting prices for the by- 
product sizes of their coking operations without regard to what those 
sizes actually brought on the market. Finally, the Syndicate officials 
who controlled the actual sales policy pursued were responsible to the 
members, and on paper, at least, possessed no independent power. The 
opportunity of the directors of the coal-steel combines as a group, after 
providing for their own coke needs, to pursue an exaggeratedly unfair 
and strongly restrictionist policy in the fuel industry—penalizing the 
remaining independent mines and the foreign coke consumers—stands 
out clearly in the Syndicate contracts. Nevertheless, with exceptions on 
a few minor points, almost the reverse of such a policy was in fact pur- 
sued. 

The reasons for the development that actually occurred are numerous 
and complex and can never be completely tracked down. At their heart, 
however, lies the fact that no steel entrepreneur or group of them saw 
the opportuntiy in such broad terms; the domination which they pos- 
sessed on paper over this whole structure never existed to its full extent 
in their minds. The main parts of the entrepreneurial function: deci- 
sions about capacity expansion, decisions about the level of output, and 


36 This levy was the source of a series of disrupting disputes within the Syndicate. It meant 
in effect that mines shipping mainly to the German market were subsidizing the export trade. 
The attempt to avoid this by splitting the accounts of sales between the two markets and 
imposing a separate levy on each was made in the contract of 1926, but the administrative 
difficulties proved impossible. More serious was the dispute over the imposition of the levy on 
those quantities delivered by the steel mills’ mines to the combine’s furnaces under the con- 
sumption quota. That the mills, after having resisted this steadily up to 1927, agreed to it in 
the contract of that year, is a puzzling indication of the persistent influence of the mining 
interests in the Syndicate. Ledermann, Organisation, pp. 117-21, 156-63. 
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decisions about pricing and sales were divided among the directors of 
the combines, the Syndicate committees, and the Syndicate bureaucracy. 
In this structure, when the coal-steel combine directors had initiated 
capacity expansions, the limits of their opportunity and their power, as 
they saw them, seem to have been reached, and these decisions were 
not closely co-ordinated with market demand, which it was the job of 
the Syndicate officials to satisfy. To have disturbed the established scale 
of accounting prices would have been an even more unthinkable proj- 
ect, which independent mines and Syndicate and public officials would 
have resisted. 

In Table 1 the main elements in this entrepeneurial structure are 
set forth, with an indication of the competence of each group, the types 
of decisions made, and with some guess of the possible motivations 
characteristic of the entrepreneurs involved.*” Even here, the entrepre- 
neurial opportunities are not broken down to the individual level on 
which they actually existed. Each group was composed of individuals 
who saw their own opportunities in an even narrower and more com- 
plex way; other groups, including the mine managers as shown in 
Table 1, existed to set further limits to the opportunities of the combine 
and Syndicate officials. Table 1 and the logic of this structure would 
suggest that the existence of a strong entrepreneurial group from the 
coal industry itself, active in the coal divisions of the combines, and 
controlling the Syndicate bureaucracy, contributed strongly to the main- 
tenance of the pre-1913 expansionary situation during the period of 
steel-mill domination after 1925. 

There is no intention in this discussion to discount the significance 
either of cost and market conditions, which are the economist’s stock 
in trade, or the role of the glamorous handful of entrepreneurs whom 
the historian loves—Stinnes, Vogeler, Thyssen, and the rest. Much less 
should the spirit which animated all the lesser individuals in this struc- 
ture be neglected. The whole structure stood, as it were, in the great 
hand of the economist’s god—the gap between prices and costs—and 
its members moved in response to their own psychological stimuli. The 
economic opportunity, however, was structured and subdivided as it 
came to be presented to individuals, and each of those individuals, 
motivated as he was, saw a limited area in which he could work. A 





87 Table 1 is drawn from the Syndicate contracts, descriptions of the combines’ organization, 
the histories of the Syndicate already cited, and the author’s own discussions with former 
Syndicate and combine officials. It is not intended as a detailed and definitive organization plan 
of this structure but simply as a suggestion of the important elements. 
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TABLE I 


ENTREPRENEURIAL STRUCTURE OF THE RUHR COAL 


Group 


Coal Syndicate 
staff 


Coal Syndicate 
committees 


Coal-steel com- 
bine directors 
and officials 


Mine manager 


INDUSTRY IN THE LATE 1920's 


Limits of 
Competence 


Operated within syndi- 
cate rules, decisions of 
syndicate committees, 
and state of demand on 
market 


Faced fuel market in 
long-run sense, syndicate 
structure and traditions, 
demands of member 
mines reflecting their 
peculiar supply conditions 


Faced steel market, raw 
material costs, mining 
and coking costs, by- 
product market, Coal 
Syndicate contract and 
rules of operation 


Operated within a budget, 
syndicate quotas, required 
deliveries, price scales, 
and physical condition 
of the mine. 


Types of 
Decisions Made 


Destination of - sales, 
prices actually achieved 


Enlargement of quotas, 
establishment of total 
output and of price 
scales for crediting 
mines’ deliveries 


Investment in new 
capacity, output of steel, 
purchase of mines and 
cokeries, accounting 
methods within combine 


Day-to-day operations, 
choice of machinery and 
labor, recommendations 
on expansion and in- 
vestment 


Possible 
Motivation 


advancement 
syndicate 


Personal 
in syndicate, 
strength 


interests of 
repre- 


Furthering 
member 
sented 


mines 


Expansion of combine, 
long-term profit and in- 
comes 


Position in the profession 





Note: These categories could be further subdivided to show positions within each group, and 
further extended to show the limits set by entrepreneurship in, for example, the various steel 
syndicates, banking houses, ore producers, labor unions, and public bodies. 


final question does, however, naturally arise to which an answer may 
be suggested. How does a structure such as that shown in Table 1 grow 
up within a society? 

An answer begins to be suggested when one comes to examine very 
closely the actual opportunity open to any individual operating within 
such a structure. This opportunity may be analyzed as threefold: (a) the 
individual may work wholly within the limits of his established job, 
taking each day’s work as the opportunity for the exercise of his 
entrepreneurial abilities; (4) the individual may work to move from 
job to job, to find one best suited to his abilities and ambitions; (c) the 
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individual may work on the limits of his job itself, operating to ex- 
tend them, or passively allowing them to shrink. 

To the individual German in the mining industry, all three types of 
activity appeared as outlets for enterprise and ambition. The first is 
most obviously “economic entrepreneurship” on a job, and contributed 
clearly to the functioning of the economy and, under other favorable 
conditions, to its growth. The individual’s interest in the second (which 
may be called “social entrepreneurship”) depended on the fluidity of 
the German social structure, the standards for advancement, and the 
individual’s own restlessness. The economic function of this kind of 
activity is to get individuals into jobs where the opportunity of efficient 
work is greatest. But the third type of activity, which is a form of 
political activity, also has its economic importance. Through it, indus- 
trial structure is formed and altered to give proper place to individual 
abilities or ambitions. Fortunate indeed is the society in which the 
social structure outside the office and factory is relatively fluid, in which 
the number and kinds of jobs are well suited to the supply of individuals 
becoming available for them, and in which the structure of economic 
activity channels individual entrepreneurial ambitions and energies di- 
rectly and efficiently into productive work. Such a society has no need 
for the race of entrepreneur hero-villains, although such a group, 
magnified by a thirsty popular imagination, may achieve a certain 
superficial notoriety. It needs only moderate economic opportunity and 
small amounts of intelligence and initiative widely diffused over its 
well-organized population to achieve a significant rate of economic 
growth. An anthill, after all, can grow at a rapid rate, but we would 
be hard put to it to find any ant more enterprising than another.* 

Wit N. Parker, Williams College 





38 After having written this concluding statement, I made the mistake of buying a small 
book entitled, The Ant World (Penguin Books, 1953), by Derek Wragge Morley, an English 
“ant man.” On page 161 occurs the following disturbing passage: 


The time has come to enter the dangerous realms of ant psychology, to try to draw a 
rounder and perhaps more definite picture of the mental world in which they live. The 
adaptability of some ants is remarkable. The dullness, obtuseness, and seeming unchange- 
ableness of the behavior of other ants is, in comparison, equally astonishing. This variability 
can be seen even within the limits of a single colony. A Chinese student by name of Chen 
studied the different capabilities of different workers in a colony of Camponotus. The particular 
species he studied builds its nest in the ground. All of the workers in each colony were 
capable of digging a nest on their own, but the rate at which they worked differed. Some 
individuals worked more slowly than others. Some were just bone lazy and did scarcely any 
work when left to fend for themselves, while others beavered away at a great pace, like 
a dog searching for a buried bone. 


It would appear that, at least for ants, my sentence may overstate my case. 





Some Social and Cultural Influences on Economic 
Growth: The Case of the Maori* 


ECENT interest in promoting the economic development of the 
R oocaltea “underdeveloped” areas has stimulated concern with the 
problem of the effects of social and cultural institutions on economic 
growth. A major difficulty in the study of this problem is the scarcity 
of cases of marked economic development in non-Western cultural 
milieus, Japan being the major striking exception. Under these circum- 
stances it may be of some interest to examine cases of less striking 
change on a smaller scale, not only for what can be learned about each 
case, but also for the assistance they may give in interpreting the more 
numerous cases of little or no economic growth. 

Here I wish to present such a case in which the interesting feature 
is not the scale and duration of the economic growth but the fact of 
appreciable economic growth involving considerable investment in pro- 
duction goods taking place in what appears to be a very unfavorable, 
and certainly markedly non-Western, cultural milieu. This is the case 
of economic change among the aboriginal Polynesian inhabitants of 
New Zealand from about 1840 until the 1860’s, when warfare between 
the Maori and the European settlers of New Zealand drastically altered 
the previously established pattern of change. In the space available | 
will be able to give only an outline of Maori economy and society 
around 1840, then a sketch of a few of the economic changes that took 
place in the ensuing twenty years, and finally some comments on how 
the Maori were able to carry out fairly extensive economic changes in 
a culture that had few of the institutions usually considered necessary 
for executing such tasks and which, moreover, had many institutions 
one would think would strongly inhibit economic growth. 


Il 


A brief account of Maori technology and society around 1840 will 
help orient us to the milieu in which the later economic changes took 


*A full-fledged monograph, completely documented, on the Maori experience will be 
published shortly. The best published account, to which I am deeply indebted, is: Raymond 
Firth, Primitive Economics of the New Zealand Maori (New York: E. P. Dutton and Co., 1929). 
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place. From this standpoint the most interesting features are the rela- 
tive simplicity of Maori technology and the organization of social, po- 
litical, and economic life on the basis of kinship. 

Aboriginally, Maori technology was based on polished-stone cutting 
tools; hunting and gathering the natural products of the forest; fresh- 
water and ocean fishing using well-built wooden canoes, weirs, nets, 
and other devices; cultivation of a kind of sweet potato and a few 
other crops using the digging stick; and the making of mats and cloth- 
ing from the fibers of a native flax-like plant. Before European contact 
the nonliterate Maori had no domesticated animals except the dog 
and no plows, wheels, pottery, or metal tools. European contacts be- 
ginning in the 1770's had led by 1840 to the use by the Maori of potatoes, 
maize, and pigs. These products and others they also traded to Euro- 
pean whalers, traders, and missionaries for iron tools and kitchen 
equipment, blankets, tobacco, firearms, and similar goods. 

Maori social life before and after European contact was based upon 
a hierarchical series of organized kinship groups, further interconnected 
by person-to-person kinship ties. The unit of domestic life was 4 joint 
or extended family, consisting of up to fifty or a hundred persons re- 
lated to a common ancestor three or four generations back. Several 
extended family groups, related to a more remote common ancestor, 
formed a larger tightly knit clan-like social group called the “hapu.” 
A hapu contained several hundred members and usually inhabited one, 
or sometimes more than one, village. Several related hapu, in turn, 
formed a much more loosely organized larger unit, the tribe. The 
Maori were divided into about forty tribes or tribal groups. In addition, 
a widely extended bilateral network of kin relationships, reinforced by 
the keeping of elaborate genealogies, created ties between members 
of different groups as well as between members of the same group. 

The kinship groups were the main units controlling the allocation 
of resources, the organization of production, and the distribution of the 
products of economic activity. Hapu, extended families, and sometimes 
individuals had inheritable rights to the use of land and fishing sites, 
but these rights could not be alienated outside the tribe without the con- 
sent of the hapu making up the tribe. The construction and use of 
elaborate pieces of equipment such as large canoes, fishing nets, eel 
weirs, and meeting houses was initiated by the hapu chief, and members 
of the hapu worked together under the ritual and technical direction of 
experts invited and rewarded by the chief. The equipment itself was 
owned by the hapu as a whole, and the products of group activity were 


























Economic Growth: The Maori 403 





shared among the extended families making up the hapu. Especially 
large-scale activities might involve the co-operation of several related 
hapu, but the tribe was generally not a unit for the organization of 
economic activities. The hapu of a tribe usually would unite to defend 
their land against attack, but warfare between the hapu belonging to 
the same tribe was not uncommon. 

Kinship groups were also crucial in the Maori economy in another 
way. Economic and other activities were largely focused on promoting 
the welfare and prestige of the hapu. The social status of a hapu de- 
pended not only on its inherited rank or mana, but also on its prowess 
in warfare, the size and elegance of its large canoes and meeting houses, 
on the hospitality it offered important visitors, and on the elaborateness 
of the feasts it gave on numerous appropriate occasions. Hence, individ- 
uals could maintain and improve their status and prestige chiefly by 
making skillful and diligent efforts to promote these ends and by 
loyally and generously helping other members of their group. 

Finally, I would like to point out that many features of Maori 
society are characteristics often assumed to inhibit economic growth. 
These include such institutions as kinship control of productive re- 
sources including land, the organization of production and distribution 
on the basis of kinship groups, and orientation of economic activity 
toward group generosity and largess and not toward individual ac- 
cumulation of wealth. Moreover, within Maori society, exchanges be- 
tween groups were handled by reciprocal gift exchanges. Thus the 
Maori lacked the contractual and market devices usually considered 
essential to the free mobility of resources required for economic growth 
except in relations with Europeans. By 1840 the Maori had become 
skilled in their trade relations with Europeans and their sophistication 
continued to increase in the years that followed. 

Despite all these things, the Maori made extensive economic changes. 


III 


To demonstrate completely the extent of Maori economic growth 
from the beginning of European agricultural colonization of New 
Zealand in 1840 to the time of the Maori Wars in the 1860's it would 
be necessary to measure changes in per capita income, labor productiv- 
ity, or similar indices. There are no data, of course, on which to base such 
calculations. The best approach is to give some rough estimates of the 
amount of investment in certain kinds of productive equipment used 
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primarily to process and transport wheat, since much of Maori eco- 
nomic change in this period centered around wheat growing. 

The first Maori to grow wheat were apparently a few around a mis- 
sion farm in northern New Zealand who began in the 1820's. However, 
the Maori did not begin to grow wheat extensively until after 1840, 
when European colonization of New Zealand expanded the market. 
In the early 1850’s the demand for wheat was increased by the Aus- 
tralian gold rush, and even to some extent by the California gold rush. 
By 1857 wheat growing had spread to most Maori groups and the 
Maori, who then numbered some 60,000 persons, were growing thou- 
sands of acres of wheat in addition to other crops. Initially, the old Maori 
method of digging-stick cultivation was employed, but later in many 
areas the plough came to be used. The use of domestic animals was 
extended not only to riding, which became quite general, but also in 
some areas to pulling carts to transport crops moderate distances over- 
land. 

Maori purchase and use of flour mills for grinding wheat both for 
home consumption and for sale to settlers and exporters constituted an 
even more striking technological change. Some groups used small hand- 
operated steel mills, but many purchased water-powered flour mills 
having one or two pairs of grinding stones. The double variety had a 
capacity of forty bushels or more a day. The first Maori-owned water- 
powered flour mills were erected in 1847, yet by 1857 some twenty-nine 
mills had been erected having a total value of around £8,000. 

Parallel with the expansion of wheat growing went a rapid increase 
in the Maori-owned and operated fleet of coastal sailing vessels used for 
carrying wheat, flour, and other products to European settlements and 
for bringing back European goods purchased with the proceeds. I 
found mention of a Maori-owned sailing vessel in 1833, but this vessel 
seems to have been used for war expeditions rather than for trade. 
Maori-owned trading vessels are definitely reported for 1843, and by 
1847 the Maori had at least forty-seven sailing vessels averaging four- 
teen tons each. I would estimate that by 1858 the Maori had purchased 
approximately roo sailing vessels ranging in size from ten to thirty 
tons, and at least two larger schooners, at an aggregate cost, as nearly 
as I can tell, of almost £30,000. 

The Maori financed the purchase of water mills, vessels, and other 
capital equipment partly by selling flax, pigs, and other products to 
Europeans; partly, in some cases, by using money obtained by working 
for Europeans; and partly, as in the case of flour mills, by assisting in 











Economic Growth: The Maori 405 


construction of the equipment under European direction. In some 
cases, money obtained by selling land to Europeans or from government 
grants was used, but these appear to have been minor sources. Most of 
the investment quite clearly was based on the productive efforts of the 
Maori themselves. 

How much of their output the Maori devoted to capital investment 
I find it impossible to determine, since the necessary data for direct 
calculations appear to be nonexistent and I have not yet discovered any 
reliable method of indirect calculation using the fragmentary data 
available. I can present an estimate indicative of the scale of investment 
reached by one very prosperous inland village over a period of about 
six years. This village with a population of approximately 800 persons 
had acquired, in the period 1846-1852, a flour mill, plows, harnesses, 
carts, horses, and cattle having an aggregate value of some £2,440 and 
was in the process of building another flour mill valued at £420. The 
fraction of output represented by this investment cannot, however, be 
calculated, because the only figure on output gives the value of one 
year’s wheat crop, £3,500, and wheat growing constituted only a part 
of the village’s productive activity. 

Let me now try to summarize what seem to be the important fea- 
tures of the economic changes briefly sketched in the previous para- 
graphs. First, in contrast to the economic changes before 1840, which 
consisted mainly of rather simple substitutions and additions to the 
aboriginal Maori economy, economic change after 1840 included sharp 
breaks with the old technology. In addition, it involved making appre- 
ciable investments in capital goods useful for increasing production. 
Furthermore, some of the capital goods such as flour mills and coasting 
vessels often cost several hundred pounds each. Therefore, to purchase 
such pieces of capital equipment it was necessary for the Maori to 
accumulate investment funds into moderately large aggregates. Also 
they had to make arrangements for the use of flour mills by many 
persons, get together crews to operate the sailing vessels, and organize 
the marketing of shipments produced by numerous individuals. 





IV 


In the light of our previous description of Maori society, these fea- 
tures of Maori economic change raise many puzzling questions. I will 
discuss two of them here. First, how were the Maori able to organize 
and co-ordinate the activities of many individuals in the purchasing 
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and using of capital equipment without having such institutions as are 
found in a competitive market economy? Second, why did the many 
features of Maori society that seem to oppose economic growth not 
prevent the changes that took place? As we shall see, the answer to the 
first provides a partial key to the second. 

The first question I can answer quite easily and confidently. The 
Maori organized and co-ordinated economic changes involving groups 
of people by utilizing their old hapu kinship groups to carry out the 
new economic tasks. Economic decisions were made by the hapu, and 
they were carried out by the members of the hapu working together 
under their chief much as large canoes and eel weirs were constructed 
and used. This applied not only to the purchase and use of water mills 
and coasting vessels but also to smaller items such as plows and 
small steel mills. In a case of purchase of steel mills by one group, it is 
reported that the hapu members combined their resources and pur- 
chased a mill for the use of one family and then repeated the operation 
until each family was adequately supplied. In the purchase of larger 
items, two or more hapu sometimes worked together. Thus, the Maori 
provide a case of fairly rapid economic change requiring the co-ordi- 
nated action of moderately large groups being executed by kinship- 
based organizations. 

I now turn to the second question: Why did the many features of 
Maori society that seem to constitute barriers to economic growth not 
prevent the rather extensive economic changes that took place? Given 
the answer to the first question, namely, that Maori economic change 
took place through the action of kinship groups, this question may be 
broken down into two parts. Why did Maori hapu choose a group 
policy of attempting to carry out economic changes involving capital 
investment? Secondly, assuming they arrived at such a policy for what- 
ever reasons, why then did the characteristics of Maori society not 
prevent the execution of that policy? 

Why the Maori hapu developed the policy they did is a most complex 
question. I have some ideas about some of the answers, but I do not 
think they can be proved to be correct. Therefore I set them aside and 
point out that features of a society which may prevent individuals from 
seeking to make economic changes because their aspirations are met 
by group sanctions do not necessarily have an inhibitory effect if mak- 
ing economic changes has become a goal promoted and reinforced by 
the group. 

If we now look at the second half of the question and ask how the 
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characteristics of such a strongly kinship-organized society as the Maori 
are likely to affect the carrying out of a group policy of economic 
change, we are led to what I think are some quite interesting conclu- 
sions. In such a situation, I think I can show that many of the usual 
assumptions about the influence of social institutions on economic 
growth have to be called into question. Consider, for example, group 
control over land. The usual analysis is that this institution inhibits 
economic growth because it prevents individuals who want to do 
something new and better from obtaining access to land they can use 
more productively than others. In addition, it is held that such systems 
of land tenure reduce the incentives for individuals to make changes 
and improvements because they or their children may not be able to 
reap the benefits. 

This type of argument, which is made about a wide variety of kinship 
and related institutions, is based on the assumption that economic 
change is brought about by individuals seeking to better their own 
economic position. And, given this assumption of what might be 
called “individualistically oriented change,” the conclusions are prob- 
ably correct. At any rate, they definitely fit the Maori case, surprising 
as that may seem. Missionaries and others interested in transforming 
the Maori into independent small farmers on the English model re- 
peatedly pointed out how hapu control of land, obligations to share 
with and to help kinsmen, and other rights and duties of kinship made 
it almost impossible for individual Maori to behave as they would have 
liked. They bemoaned the strength of traditional Maori institutions in 
words astonishingly similar to many contemporary analyses of cultural 
barriers to economic growth. However, at the same time, they were 
well aware of the fact that, as they put it, the Maori were “rapidly ad- 
vancing in civilization.” 

Such observers wanted “individualistically-oriented economic 
growth,” but they saw before them a quite impressive example of a 
different kind of economic growth. And they seem to have recognized at 
least implicitly the point I want to make: namely, that many institutions 
which impede the individualistically oriented type do not necessarily 
stand in the way of the other, “group-oriented” type of economic 
growth. I would go further and say that some of the same institutions 
that impede individual change may even facilitate economic growth 
based on kinship-group action. Going back to the example of com- 
munal land tenure, there seems little doubt in the Maori case that the 
institution of group control of land facilitated hapu economic action. 
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It provided mechanisms, controls, and incentives for carrying out group 
policy and helped reinforce hapu solidarity. Furthermore, similar argu- 
ments could be made about other Maori social institutions. 

Generalizing from such examples, I think it may be concluded that 
the effect on economic growth of almost any social institution will usu- 
ally depend on the manner in which the growth takes place; that is, on 
whether the economic changes are brought about by what I have called 
individualistically oriented action, or by group-oriented action, or by 
some other process or set of processes. In slightly different terms, I am 
saying that social institutions play different roles when the social proc- 
ess of economic growth takes different forms. 

Further exploration of this theme might shed some interesting light 
on the relations between economic development and cultural change. 
And if group-oriented economic growth is a significant phenomenon, 
then the question I set aside earlier concerning the conditions under 
which groups develop such a policy takes on increased significance. 

Rosert S. Merritt, University of Chicago 











Some Economic Factors in the Political 
Development of the Gold Coast* 


S IT possible for an underdeveloped area to construct democratic 

parliamentary organs as the means of allocating central political au- 
thority in a society, simultaneously with the pursuit of rapid economic 
development? This is what we shall examine in the following discus- 
sion. That the problem is of significance can perhaps readily be con- 
ceded. It has implications for the colonial policy of those Western na- 
tions that still have large territorial holdings in many diverse parts of 
the globe. It assumes more crucial significance as colonial empires 
disintegrate under the combined pressures of economic and political 
demands by nationalists and as competing ideologies find service in 
the cause of independence. 

Three assumptions which lie beneath this discussion should be ar- 
ticulated. One is that political democracy, particularly of the British 
parliamentary sort, cannot be “transplanted” to alien soil if the over- 
whelming concern of the people is a struggle for basic subsistence. 
Second, without some major source of savings* to be utilized by both 
government and private agencies, political institutional transfer of the 
British parliamentary sort cannot be sustained.” Third, if political in- 
strumentalities like parliaments can successfully cope with pressing 
economic problems, they will become more accepted as agencies of 
legitimate authority.° 

The implications of these three assumptions involve the following: 

1. Economic—the system of exchange of scarce goods and services 
must be at a level at which grinding poverty is not the immediate 
preoccupation of almost the entire population and some source of 


* The author is indebted to the Social Science Research Council for an Area Research Training? ts 
Fellowship, 1952-1953, which made research in West Africa possible. 

1 Savings is here regarded as that part of the national income not consumed over a given 
fiscal period, and available for investment. 

2 However, it is quite possible that this will aid political institutional transfer of other types 
of authority systems under certain circumstances, such as the Stalinist or Titoist (communist) 
types or Falangist or Nazi (fascist) types modified to fit local conditions. 

3 These three assumptions are presumed to have general relevance and not apply peculiarly 
to the Gold Coast. 
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development is possible from within the basic resources of the area. 
Labor may be considered as one such resource. For areas like the Gold 
Coast, development is an immediate and pressing problem. 

2. Constitutional—the basic pattern of authority is sustained, at least 
in part, by the degree to which government achieves instrumental value 
for members of the “significant” public. This means that shifts in the 
structure of authority involve shifts in perceived functions of govern- 
ment by various groups. 

3. Orientational—the effect of shifting from one kind of economic 
system to another is coterminous with change in the way the individual 
views his environment. Differing objectives are required, for example 
regarding labor in its various functions, the creation and allocation of 
capital, and the more effective use of the soil, particularly as rural 
peoples sustain their traditional modes: of social organization and 
thought in relation to the cycles of nature and the problems of the 
natural environment. 

To discuss the economic factors in the Gold Coast and to explore 
fully their political consequences would involve, therefore, examining 
shifts in the institutions and procedures of choice, shifts in social goals, 
and changes in evaluative criteria pertaining to action, as well as other 
factors such as the relation of individual motivation in politics to that 
of economic gain.* To handle such problems systematically is beyond 
the scope of this paper. To provide some insight into these matters, 
however, would seem a primary value in studying differing social sys- 
tems undergoing rapid cultural change. 

How can we examine the effects of economic factors in the light of 
the problems we have laid out for ourselves? The purely “economic” 
can be treated as in any area; that is, as an integrated system of ex- 
change of units of value, subject, of course, to the special difficulties 
which one finds in areas where statistics are poor and often not very 
revealing. One Oxford study of the Gold Coast economy by Sears 
and Ross indicates both the problems and the possibilities of such ex- 
amination.” 

Studying orientational consequences of economic change presents 
special difficulties. Our data can be found first in changes in the ma- 


4 Some of the noneconomic considerations crucial to the institutionalization of parliamentary 
democracy in the Gold Coast have been treated in the essay “Parliamentary Democracy in the 
Gold Coast” in the forthcoming volume Africa in the Modern World, a symposium of the 
lectures of the twenty-ninth Institute of the Norman Wait Harris Foundation. 

5 Dudley Sears and C. R. Ross, Report on Financial and Physical Problems of Development 
in the Gold Coast (Accra, 1952). 
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terial subsistence of the inhabitants of a particular area and second in 
shifts in occupational roles, including in the latter governmental oc- 
cupations. On a readily observable level, changes that occur in tra- 
ditional social organization appear quickly in shifts in modes of pro- 
duction and distribution of scarce goods and services. In this regard 
a crucial hypothesis of the relationship of “economic” to other factors 
must be made specific. It is held here that changes in the modes of 
production and distribution of scarce goods and services are cotermi- 
nous with shifts in the allocation of legitimized authority.° 

It is with this hypothesis in mind that we can proceed to a dis- 
cussion of economic factors in the political development of the Gold 
Coast after a brief excursion into the background of the modern Gold 
Coast. 


II 


The Gold Coast Government today has come to office on a program 
devoted to the rapid “modernization” of Gold Coast economic life 
according to the standards of Western industrial nations. The rapid 
economic and social development of the country is regarded by many 
groups in the Gold Coast as the primary “political” problem facing 
this country. Kwame Nkrumah, the newly elected prime minister, 
has said that with the political kingdom all things will follow.’ 
The political kingdom is at hand. Whether or not his followers will 
be satisfied with it depends to a great extent on the rate of economic 
growth. 

The Gold Coast faces severe handicaps as it strives toward the “de- 
velopmental” objective. The usual diseases of the land, the soil, and 
the people themselves make all efforts more difficult. Yet the Gold 
Coast is the second dollar-earning colony among the British dependen- 
cies. It produces a rich crop, cocoa, but is not well endowed with soil 
nutrients for subsistence crops over a large portion of the area. Neither 
do cattle and other livestock thrive in many areas. 

Land in the Gold Coast is utilized primarily for subsistence farm- 
ing or cocoa production. Disease and water shortages reduce its utili- 


6 This does not, however, mean that any attempt is made here to select the economic variable 
and give it independent status. We are not concerned with linear theories of causality. 

7 There is, at present, an all-African Cabinet, a Legislative Assembly elected from 104 
constituencies by direct election, a British-type court system, a party system (primarily limited 
at present to the Convention People’s Party of which Kwame Nkrumah is life chairman), and 
a Gold Coast Civil Service. 
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zation for large-scale cattle grazing and herding. A considerable 
portion of land, particularly along the coastal plains and in the 
Northern Territories, is unusable much of the year because of alternat- 
ing periods of drought and flood. A high proportion of arable land, 
in addition, lies fallow during the year as a result of the indigenous 
practice of shifting agriculture. 

Few modern means of cultivation are widely used. The most com- 
mon implement, the short hoe, involves hours of backbreaking toil 
for, on the whole, meager crops. Cocoa, the exception, flourishes with 
little labor. 

Customary practice demands soil clearance for cultivation by burn- 
ing. This on the one hand inhibits insect and small animal growth. 
On the other it destroys valuable soil properties. Difficult to change, 
the traditional methods of cultivation are reinforced by religious, 
familial, and related social factors above and beyond mere technical 
efficiency. Under such circumstances, it is difficult for agricultural ex- 
perts to get farmers to accept modern agricultural methods. 

The body of customary law regarding the ownership of land is one 
of the roots upon which the important lineage systems and patterns 
of law and authority in traditional society rest. The increase in land 
value, mentioned above, has given rise to severe litigation over who 
“owns” the land, who has usufructuary rights over the land, how 
rent can be applied, and who has residual authority. Under traditional 
conceptions of land tenure, ownership was residual with the lineage 
ancestors. The chief had certain trusteeship functions. Indeed it was 
one of the salient features of his authority.° 

The abuse of their trusteeship functions was perhaps one of the 
most crucial factors in the decline in prestige of the chiefs. In spite of 
the fact that they had no right to do so, chiefs at one time had alienated 
to foreign concessionaires more than the entire tribal or “stool” land 
in the Colony.® The effects of such malpractice were waves of “de- 
stoolments” or unseating of chiefs who, in the Gold Coast, were elected 
by the people, and expendable when they overrode the prescriptions 
of office. 


Meanwhile, the customary tradition of land tenure and land usage 


8 See K. A. Busia, The Position of the Chief in the Modern Political System of Ashanti 
(London: Oxford University Press, 1951), for the most recent discussion of the functions of 
chieftaincy in the Gold Coast and their modifications due to Western social impacts. 

®See Lord Hailey, African Survey (London, 1938), pp. 775-80, and Raymond L. Buell, 
The Native Problem in Africa (New York: The Macmillan Co., 1928), p. 833. 
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is one of the strongest factors still inhibiting the rapid and destructive 
effect of commercialism on society generally. Whether or not rampant 
competitiveness (in a part of the world where corporate restraints on 
behavior stemmed from ancestor continuity via the chief and his 
“trusteeship” functions) would necessarily follow the breakdown of 
traditional land systems remains to be seen. In any case, land and land 
tenure remain a real problem for the nationalist government. 

In the Northern Territories of the Gold Coast where a somewhat 
different system of land tenure prevails and the chiefs are not directly 
custodial in their functions, land alienation did not have the same 
drastic effect. Chieftaincy in the north is more nearly intact than any- 
where else in the Gold Coast. There is little rebellion against traditional 
authorities. On the contrary, there is little desire for nationalism and 
self-government.” 

It is interesting to note that where nationalism is strong the cus- 
todianship powers of the chief have been translated into the “steward- 
ship” of Nkrumah. The trusteeship functions of the chief (determined 
by lineage acceptability according to matrialineal descent) have been 
allocated to Nkrumah as a part of his almost messiah-like leadership. 
He has become the “guardian” of the Gold Coast against foreign 
powers and a vigilant, semimystical, figure." 


Ill 


In a subsistence economy, in which capital investment is low pro- 
portionate to industrialized countries, and in which limitations upon 
the efficient utilization of resources abound, labor assumes primary 
significance. Increasingly, skilled labor is required for the develop- 
ment projects, the operations of government, and all the thousand and 
one clerical tasks that are incumbent upon a society embarking on a 
political program toward responsible government and rationalized 
commerce and industry. Recruitment for such positions is not difficult. 
The identification of prestige with clerical positions is familiar, but 
the true “radicalness” of the proposed changes are significant. 


10 Of course other factors are significant here as well. The southerners who largely control 
the government have had a traditional contempt for the north. The northerners who provided 
most of the slaves, whom the Ashanti would either keep or sell, fear and dislike domination 
by the south. 

11 There is no permanent European population, and Europeans are barred by law from 
owning land. 
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A general occupational classification is provided in the 1948 census 
returns. Figures for the male population are as follows: 





MALE OCCUPATIONAL GROUPS * 


Number Per Cent 
CR. ECC” a eee 150,020 11.5 
Artisans, craftsmen, and skilled workers. .......... 127,251 9.7 
Shopkeepers, traders, and sellers ...............00.00... 56,144 4.7 
OU Co | i ee 177,560 13.6 
Remainder (mostly farmers) ................::c:cccc000000+ 797,025 60.5 


*The Gold Coast Census of Population, 1948 (London: Crown Agents for the Colonies, 
1949), Report and Tables. 


Women form a large part of the actual labor force. The male figure 
above is low for Item 3 (shopkeepers, traders, and sellers). Of the 
female working population, however, 67 per cent are engaged in com- 
merce. Petty trading is a woman’s occupation, and a significant amount 
of Gold Coast disposable income ends up in the hands of women. 
They have their own moneys to which the husband has no right, and 
they are often the main source of loans in the Gold Coast. 

The general occupational breakdown indicates a rudimentary di- 
vision of labor with a population still primarily engaged in agriculture. 
However, a “new middle class” developed right after the turn of the 
century, which monopolized professional and white-collar roles and 
played an important part in the development of nationalism. This 
middle class, lawyers, doctors, well-to-do chiefs, and farmers grown 
rich on cocoa, regarded themselves as the rightful inheritors of British 
power. The important political positions largely circulated among 
the more wealthy lawyers and chiefs. 

By occupying the prestige positions denied to thousands of aspirants, 
and by co-operating with the British and the chiefs, as well as mak- 
ing considerable sums from land litigation and other public mis- 
fortunes, the wealthier professional politicians were, like the chiefs, 
ultimately excluded by the very nationalist movement they helped to 
create. Meanwhile, they had served to identify individual aspiration 
with professional Western types of roles. The “revolution” in the 
Gold Coast was as much against the “exclusivist” quality of this new 
social class as against the British. It widened opportunities to include 
those partially educated, disturbed, discontented youths who, increas- 
ingly divorced from the tribe and the elder, barred from positions of 
authority, sought to create their own opportunities in which political 
change became the vehicle for social and economic mobility. 
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For a youth motivated toward clerical positions, government sine- 
cures, or positions of authority in the local areas, the prospects for the 
development of the internal resources of the Gold Coast are not en- 
tirely promising. Money is cheap, and it changes hands rapidly. It is 
only among a small segment of the population that membership in 
the nationalist movement involves awareness of responsibility in terms 
of individual efforts. Authority is heady. For the many ward heelers, 
local politicians, organizers, and followers of the Convention People’s 
Party, the problem of recruiting, training, and organizing an efficient 
labor force is not regarded with the same concern as it is viewed by 
the top party leadership. 

Indeed, in the coastal and central areas (Colony and Ashanti) such 
attitudes are reinforced by a strong prejudice against manual labor as 
work for slaves, who at one time did in fact perform almost all 
manual labor. This problem tends to reappear in training and educa- 
tion even at university levels. The University College of the Gold 
Coast, for example, as a center of liberal and humanistic studies is 
regarded more highly than the Kumasi College of Technology. The 
modern specialist degree counts for less than the classical British tra- 
dition of scholarship, which fits few Gold Coasters for the problems 
of a growing and developing Gold Coast. The classics degree indi- 
cates aristocracy and leisure. The technical degree smacks of labor. 

For those who do not reach university levels the same patterns hold. 
Those who provide the bulk of the labor in the Gold Coast today in 
most developmental projects are from the Northern Territories or 
migrants from French territory. They are, for the most part, not or- 
ganized into trade-unions. They are essentially migrants whose over- 
populated homeland in the north hardly provides a living. These are 
workers who push the wheelbarrows, mix the cement, and perform 
other unskilled and semiskilled tasks. The Ashanti or Fanti or Ewe 
will be the timekeeper, the foreman, the driver, or the payroll clerk, 
not the manual worker. 

Those who occupy clerical positions of this sort are sharply oriented 
toward the fulfillment of Westernized role patterns. Predominantly 
urbanized, they attempt to purchase the symbols of such role patterns 
in order to achieve social distinction and status in their community. 

In the Gold Coast labor turnover is extremely high in most enter- 
prises. Traditional attitudes toward manual labor reduce morale as 
well as potential recruitment. A high premium value placed upon 
leisure reduces the motivating aspects of monetary reward as compared 
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with the rewards of leisure time. Differing concepts of labor time 
involve working as inclination dictates and little concept of “time as 
money.” A lack of technical understanding and skill hinders job 
performance and reduces the effective utilization of capital equipment. 
Traditional responsibilities to tribe and the family often demand leav- 
ing the job. Traditional responsibilities to land call the worker home 
for harvest, for festival occasions, and for certain customary rites. 

Changing this situation involves more than simple training. Africans 
are as capable as anyone else in performing any of the tasks of modern 
society. Rather it means a great shift in associations and attitudes away 
from traditional and indigenous life. There are, in fact, few of the 
prejudices against leisure that exist in the Western world regarding 
occupational tasks.’” Few people enjoy social status as a result of hard 
labor, unless such work is communal or familial. In other words, work 
related to an intimate social group of which the individual is a mem- 
ber, and considers himself a member, is held obligatory. 

The situation is aggravated, of course, by differing concepts of labor 
time. Particularly for those whose tribal and rural affiliations are strong, 
time is related to the cycle of the seasons, to rituals and ceremonies, 
and to births and deaths. Time is, in a way, history, in which there is 
a tendency to regard the present as embodying all time.’* The time 
of the clock is of less pertinence. 

Even assuming the maintenance of enthusiasm and solidarity with 
the present Nkrumah regime, what incentives are there for ordinary 
efficient production in nonprestige posts? Often, for example, the in- 
dividual who gets a government sinecure or a political job or a clerk- 
ship must, under customary obligation, share the fruits of his toil. One 
observer writes that the successful wage earner had to bear the major 
costs of the extended family, citing a case, for example, of a clerk 
making £27 a month who was maintaining a household of nineteen 


12 Some clarification is necessary on this point. It is not that hard work per se has no 
standing. It is work remote from traditional society, away from the Gemeinschaft and for a 
foreign employer or boss who may be of another ethnic group, in a process remote to the local 
community in which the individual ties remain. Similarly, one does not migrate easily from 
one ethnic and geographic area to another in a fundamental orientational sense. That is to say, 
the Fanti in the north is still a Fanti. His associations, values, and affective ties are still Fanti. 
It is not like a person from New York “moving” to Minneapolis, carrying his nuclear family 
with him and joining the same kind of status and social groups to which he is accustomed. 
In other words, social pressure for hard work in a foreign occupation is not reinforced by other 
individuals. They also regard the occupation as temporary, their homes elsewhere, their primary 
occupations rural, and their labor community or tribally oriented rather than toward industry 
or commerce. 

13M. Fortes, Dynamics of Clanship Amongst the Tallensi (London, 1945), discusses this 
problem in some detail. 
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persons and two domestic servants.’* Meanwhile the sharp upward 
orientation of most wage earners provides an incentive for bypassing 
more pedestrian and less lucrative positions for those providing a quick 
return, often in less savory occupations. The pressures for status, once 
the tribal perspective has been breached, are great. Orde-Browne re- 
marks on the high value set on social status as does Busia,”” the former 
indicating that everyone, even those occupying the lower westernized 
occupational roles, has numerous social obligations. 


Thus a clerk on a salary of £6 10s. monthly, maintained the necessity for his 
possession of a black dinner jacket, while an elderly woman dependent upon an 
allowance from her daughter in domestic service, found it necessary to employ 
a woman on a meagre wage to save her from the social stigma of having to 
make her own purchases in the market.!® 


Labor is a twofold political problem. First, there is a problem of 
efficiency and productivity. How does one change habits, prejudices, 
and attitudes toward work? Second, since these habits, attitudes, and 
prejudices apply less and less as one climbs the prestige and income 
ladder, how does one make possible more widespread participation in 
desirable posts? One factor that makes these questions extremely perti- 
nent is the increasing identification of income with individual worth. 
As we have indicated, the Gold Coast has, for the few, cheap money 
available for those who know how to get it. The result is graft and 
corruption and other devices instead of sustained labor over a con- 
siderable period.” 

Three channels have, in the main, been open for increasing one’s 
job potential and income. One is through higher education. For ex- 
ceptionally bright students, scholarships at a university are one means 
of achievement. A second channel is through the accumulation of 
enough cash to purchase a business or some real estate in town, or to 
lend money. This is not, on the whole, regarded as the most expeditious 
means to wealth unless one already has been urbanized to the extent 

14 Major G. St. J. Orde-Browne, Labor Conditions in West Africa, Cmd. 6277 (London, 
1941), p. 24. 

15K, A. Busia, Social Survey Sekondi-Takoradi (Accra, 1948). 

16 Orde-Browne, Labor Conditions. 

17 “Pawning,” for example, allows wards or children to work off a debt to another. It is 
somewhat similar to indenture and results in little more than slavery. Another item, entirely 
common, is paying off someone for a favor. Almost everything requires a “dash.” One may have 
to “dash” the foreman periodically to keep a job or “dash” the nurse in the hospital to see 
a doctor or “dash” the policeman to keep from getting a ticket. The pattern is ubiquitous and 


scarcely considered an evil, inasmuch as he who accepts a “dash” is then obligated to perform 
the required service. Obviously, however, this works to the advantage of those with money. 
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that familiarity with the legal-financial and speculative aspects of com- 
mercial enterprise ensures success. It is less often an African who un- 
dertakes such operations than a Syrian or Lebanese or European. 

The third channel to importance and income is through the achieve- 
ment of political power. To a large extent those barred from the two 
other channels listed have taken this path. The radical nature of the 
Nkrumah “revolution” is that it has diverted the path of political au- 
thority away from those Africans whose educational attainments and 
whose commercial standing had hitherto provided them, as the “new 
middle class,” with tremendous advantages in the allocation of political 
authority. The Convention People’s Party is young, composed of par- 
tially educated “Standard VII” boys, people whose participation in 
the “grace” of Nkrumah has given them strength and prestige and 
from whom Nkrumah draws his effective authority. 

Meanwhile, those who do not succeed through one of these three 
channels tend to fall into an ever-increasing reservoir of “detribalized” 
and dissatisfied individuals who bear the burden of their own “failure” 
to succeed. Those who have failed educationally often “go political.” 
Some who have not made the grade, such as one former Convention 
People’s Party minister, grow increasingly hostile to the present regime, 
cannot work within an opposition party, perhaps form their own 
party, and become dissident elements, dangerous both to responsible 
government and to parliamentary institutions. If such a group is to 
be decreased, development within the internal resources of the Gold 
Coast is required. In this regard, labor is the primary “source of wealth” 
in a country that is short of capital and only lightly blessed with raw 
materials and energy potentials. To utilize labor effectively requires 
a drastic shift in how labor is viewed in the Gold Coast and how it 
shall be utilized. 

There is little doubt that a large part of the burden for successful 
institutional transfer rests upon the effective use of labor in develop- 
ing the resources of the country. The decisions of secular democratic 
government, therefore, will be developmental rather than constitutional 
as the process proceeds. Development is the tangible aspect of the new 
world to come. If labor costs are too high to make investment possible 
or if inadequately motivated and trained personnel play havoc with 
rationalized operations and productive units, then the chances of achiev- 
ing some of the very goals that make self-government attractive to at 
least some Africans will be minimized. 

Of even greater significance, however, is the impact of a wage-labor 
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system upon integrated patterns of thought regarding man’s rela- 
tionships to his fellows. These notions need to be complementary with 
a political system based upon concepts of individual performance and 
corporate membership and responsibility in a larger social unit, the 
state. What is taken for granted in going societies of the West needs 
to be made explicit for people in systems being fashioned in an alien 
image. The significance of “labor” as a membership group, as a kind 
of work, as a system of reward, as a commodity, is most of all orienta- 
tional. As Frazier puts it, “As the African has been compelled to 
‘stand by himself’ in economic and social relations he has been com- 
pelled to adopt a rational attitude towards the world.” ** In the Gold 
Coast one can see a new orientational matrix becoming functionally 
meaningful. 


IV 


The Convention People’s Party came to office with charges of “im- 
perialism” still echoing in the air. The British were referred to as 
imperialists, and many sins were laid at their door. The British had 
upset traditional patterns of wants in the indigenous society. After the 
war, the backlog of effective demand plus shortages of manufactured 
consumer items promoted inflationary spirals. The need for capital 
investment in industry, therefore, was extreme. But very little capital 
has been invested in West Africa. Excepting for gold mining and rail- 
roads, the risks have been too great, and the possibilities of returns are 
greater elsewhere. In the Gold Coast, in spite of the enormous profits 
made by the mining interests for a time and the steady return from 
railroad bonds, much money has been lost in the “bush.” 

Meanwhile the traditional pattern of British commerce has been 
the typical exchange of the finished products of Manchester and Bir- 
mingham for the raw materials of the colonies. The brightly colored 
cloths worn by the people are more than likely made in Manchester. 
The products of industrial Britain, in fact, find their way to the most 
remote parts of the Gold Coast. Luckily, one of the products of the 
Gold Coast is a great dollar earner: cocoa. A large part of the income 
of the Gold Coast depends upon American bulk purchases of cocoa. 
The Gold Coast, of course, cannot utilize her dollar-earning capacity 


18, Franklin Frazier, “Impact of Colonialism on African Social Forms and Personality” 
in the forthcoming volume Africa in the Modern World, a symposium of the lectures of the 
twenty-ninth Institute of the Norman Wait Harris Foundation. 
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in her own interests, since her dollars are exchanged for sterling and 
are absorbed in the general sterling fund, in which the Gold Coast has 
little discretion over her own share.’® She is therefore more than ever de- 
pendent upon foreign capital and Colonial Development and Welfare 
Act funds for financing her projects. This has not gone unnoticed by 
the nationalists. They recognize the need for foreign capital, particu- 
larly in those industries that bear promise of producing energy as well 
as finished products such as the Volta River Aluminum Scheme.” 
Although capital is in short supply, the Gold Coast is not inclined to 
use her Cocoa Marketing Board assets for large-scale ventures. The 
Gambia Egg Scheme and the Tanganyika Groundnut Scheme provide 
ample warning of the vicissitudes to which large-scale developmental 
projects can succumb in Africa. The British are not in a position, on 
a governmental scale, to provide anything like the kind of capital that 
the Gold Coast needs for imminent development. 

On the other hand, there are few African sources of investment. 
Excepting Cocoa Marketing Board reserves, there are practically no 
internal savings by Africans.’ For considerable numbers of African 
nationalists, therefore, the political revolution meant seizing potential 
regulatory control over the “capitalists.” It was this that made an 
African nationalist say, in an interview, that before his party came to 
power he was against foreign capital. Since the Nkrumah victory, how- 
ever, he was for it. 

The Gold Coast Government remains the most likely supplier of 
capital, particularly for those areas in the Gold Coast where private 
capital scarcely could go even under the best of circumstances. There 
is still no direct rail line from Takoradi, the principal port, to Accra, 
the capital. Rather the railway goes by way of Kumasi, in the central 
part of the country. Roads, dams, wells, schools, and sc forth, are all in 
drastically “underdeveloped” condition. So far, financing has pro- 
ceeded in the main out of Colonial Development and Welfare Act 
funds, with some payments from Cocoa Marketing Board reserves for 
such items as the building program of the University College of the 
Gold Coast at Legon Hill. It is estimated that go per cent of the income 
tax paid in the Gold Coast comes from the large European firms. 


19 For a discussion of this factor see “Economic Problems in British West Africa” in F. LeGros 
Clark et al., The New West Africa (London: George Allen and Unwin, 1953). 

20 For a short and able discussion of the scheme see R. B. Davison, “The Volta River 
Aluminum Scheme,” The Political Quarterly, XXV, No. 1, 55-67. 

21 For an adequate but partly outdated discussion see Rita Hinden, Plan for Africa (London, 


1941), pp. 119-22. 
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It will be some time before the Gold Coast can realize an economic 
nationalism to match its political nationalism. One of the remarkable 
features of the new regime is the degree to which it has soft-pedaled 
its socialism. The Convention People’s Party lists as its primary aim the 
establishment of a socialist Ghana. But the general conduct of the 
present Nkrumah government would make it difficult to see what 
efforts toward socialism are being made, other than broad state entre- 
preneurial functions similar to those of the colonial government before 
the present constitution. On the contrary, Nkrumah has been most 
cordial to foreign capital as a major means of developing the country.” 

The alternative to foreign capital and aid would indeed be a “boot- 
strap” economy in which discipline and forced labor of the Soviet pat- 
tern would result. Even in this regard, the difficulties and barriers in 
the way of development would be enormous, since the Gold Coast is 
a commercial system superimposed on a subsistence, not an industrial, 
economy. In this area where there has been so much intense commer- 
cial activity for several hundred years, there has been comparatively 
little in the way of permanent capital investment in productive enter- 
prise. It has only been since 1919 that primary and secondary installa- 
tions of appreciable significance have been constructed.”* 

For the most part the developmental program of the present regime 
is a continuation of previous policy, amplified in certain key areas 
such as public education. The biggest developmental project called 
for is the proposed Volta River Aluminum Scheme. Under present pro- 
posals, go per cent of the scheme will be financed in equity capital held 
by British and Canadian investors, the Gold Coast holding the remain- 
ing 10 per cent with an option to buy an additional 10 per cent in 
twenty years. A hydroelectric station is to be built in connection with 
the scheme, financed by British bonds, while a new harbor and rail- 
road from Accra would be the major responsibility of the Gold Coast 
Government.”* 

Since the stabilization of internal incomes by using the Cocoa Mar- 
keting Board, which was organized on its present basis in 1947,” a 


22 Not, it might be added, without the grave misgivings of some of the more left-wing 
groups who feel that grave dangers are incurred in this process. 

23 This does not mean to say that nothing was done before that date. Gold mining was in 
operation and the railroads had been built. For a good discussion of the economic history of 
the Gold Coast see F. M. Bourret, The Gold Coast (London, 1952). 

24 See Davison, “Volta River Aluminum Scheme.” See also Legislative Assembly Debates, 
1953, Issue No. 1, Vol. II, for the debate on the scheme. 

25 See the Gold Coast Cocoa Marketing Board, First Annual Report and Accounts (Accra, 
1949). The Cocoa Marketing Board is, in effect, the major control point in the Gold Coast 
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considerable set of developmental operations have been initiated call- 
ing for diverse government investments. Agricultural stations in major 
rural areas are doing both advisory and experimental work. Recently 
an Agricultural Loan Board was set up to be financed by Cocoa Mar- 
keting Board funds. The Board, the purpose of which is to grant loans 
to farmers, would allow them to avoid loan sharks who are ever present 
in the Gold Coast and would encourage thrift and enterprise for farm 
investment. 

A Gold Coast Agricultural Development Corporation was estab- 
lished in order to undertake specialized experimental schemes. One 
of its major operations has been a large-scale resettlement and co- 
operative farming venture, the Damongo Scheme in the Gonja area 
of the Northern Territories. The Gonja Development Company, 
formed as a subsidiary of the corporation, plans to finance and con- 
struct a farming area of 30,000 acres, complete with modern hospital, 
school, low-cost housing, recreational facilities, piped water, electricity, 
and so forth. Already the scheme has run into difficulties with labor 
turnover, unwillingness of farmers to make a “foreign” area their 
permanent home, and other factors that almost invariably qualify 
schemes of this sort in Africa.”° 

An Agricultural Produce Marketing Board has been set up as a 
statutory body for marketing agricultural produce other than cocoa. 
At present it is authorized to export palm kernels, copra, and coffee. 
If present plans are fulfilled, its activities should include other export 
crops such as rubber, tobacco, and shea butter. 

A Gold Coast Industrial Development Corporation was established 
in 1947, setting up workshops for furniture and crafts industries and 
aiding in establishing printing companies, timber mills, weaving con- 
cerns, and handicrafts outlets. 

Under the auspices of the Department of Co-operation, a Gold Coast 
Co-operative Federation was formed in 1944. A Gold Coast Co-opera- 
tive Bank was formed in 1946 serving as the central banking organ 





economy. By paying farmers far less than the world price of cocoa and putting the difference 
in a stabilization and insurance fund, they have kept inflationary pressures lower than might 
have been expected. If the world price of cocoa drops below a certain minimum, the reserves 
of the board are then to be used to pay farmers the difference between the world price and a 
stabilized price, thereby reducing the immediate impact of the world market upon the economy 
of the Gold Coast. 

26 For the Damongo Scheme proposal in outline see “Damongo,” supplement to the Gold 
Coast Weekly Review, Il, No. 13 (March 26, 1952). For a particularly pertinent discussion of 
some of the problems attending development in Africa see S. H. Frankel, The Economic 
Impact on Underdeveloped Societies (Oxford: Basil Blackwell, 1953). 
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for all the co-operative societies. A Co-operative Wholesale Establish- 
ment founded in 1949 as the central importing agency for consumer 
societies is, however, being closed.” 

The risks involved in such investment programs are even greater 
than those resulting from the changing structure and attitudes of labor. 
An influx of capital brings with it the danger of inflation. Already 
prices of domestic foodstuffs have risen proportionately higher than 
those of imported items. Any government taking office in such an en- 
vironment faces acute problems of stability. In their report on the Gold 
Coast economy, Sears and Ross state in their very first paragraph: “If 
we were forced to sum up the Gold Coast economy in one word, the 
word we would choose would be ‘fragile.’ ” 

The attraction and exploitation of capital is a major instrumentality- 
by which the present nationalist government of the Gold Coast can 
achieve the objectives it has set for itself. If it cannot control inflationary 
pressures engendered in the process, and if it cannot operate the very 
structures which have been created for developmental purposes, then 
the entire superstructure of parliamentary government is endangered. 

As with the other factors of development indicated, the orientational 
consequences of capital development are indeed profound. The devel- 
opment of economic agencies means the construction of social units 
having criteria for action that are not indigenous to Gold Coast society. 
In many respects, the indigenous environment is hostile and antithetic 
to secular economic life and organization. Modern economic and 
political life demands relationships between people, based on con- 
siderations of choice in which criteria are germane to the issue at hand. 
In traditional Gold Coast, several general behavioristic problems can 
be raised in this connection. Direct representation in bodies given to 
formal articulation of issues is not indigenous. Dilatoriness, which a 
Westerner sees as deviousness or even lack of honesty, characterizes 
certain social groupings. In its most obvious form, collecting taxes by 
asking a farmer his income and assessing value on that basis, is im- 
possible. No one ever gives a “straight” answer, nor is frankness to be 
presumed unless the individual knows the questioner thoroughly. To 
keep remote from all but well-known and trusted social groups and 
bodies is still a practice among rural Gold Coasters. 


27 The problems facing those who would develop the Gold Coast in this fashion are nowhere 
more clearly indicated than in the C.W.E., which was subject to special investigation for 
financial irregularities in 1953, with some of its highest ranking employees alleged to have 
tampered with the records, sold items privately, and so forth. See the Gold Coast newspaper, 
Daily Graphic (Accra), July 12, 1954. 
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Saving as a concept has no traditional counterpart, partly at least 
because of traditional fears of despoliation and partly because social 
life was often feast or famine.”* Among the Ibo, for example, there is 
a saying that “What I have in my stomach is mine; but what I have 
on my head is lost.” In addition, the very groups who tend to make 
money are those who are outside the tribal areas and are often looking 
for quick returns by speculative means. 

Finally, productive enterprise involving responsibility, mutual con- 
tact, and joint venture has been peculiarly a family affair in traditional 
Gold Coast. The sanctions which have governed such a relationship 
are considered sacred. The degree to which secularized individual 
interrelationships having no sacred sanctions but rather legal and ex- 
ternal compulsions will form a satisfactory basis for participation in 
an economic unit, is as yet unknown. We can perhaps call this a shift 
from a Gemeinschaft to a Gesellschaft type or system. 


V 


The economic problems of political development can be regarded 
as a set of interactions. Certain orientational prerequisites are necessary 
for effective economic development. Meanwhile certain economic pre- 
requisites are necessary for orientational shifts. The same holds true for 
factors relating to politics. Some of the orientational factors that we 
have assumed are crucial to successful economic development can be 
lumped together under such headings as individual responsibility as 
distinct from ritualized obligations, universalistic criteria in place of 
particularistically based interrelationships, a sense of identification with 
a particular job, and, finally more narrowly defined functional roles. 
These are factors that are characteristic of any successful industrial 
system, and to the extent that the Gold Coast wants effective secular 
government they apply equally in the economic and political spheres. 

How to predict consequences that multiply out of changing condi- 
tions, affecting economic, constitutional, and orientational aspects of 
the situation at the same time is a major problem. Presumably if effec- 
tive control over the entire transitional process is to be maintained, it 
must center in political agencies whose job it is to decide developmental 
priorities in terms of public needs. In this light a radical mass political 


28 This does not imply that there were no savings. Grain, for example, was stored, and cattle, 
in some areas, represented saved wealth, readily used for exchange or food, a practice different 
from some areas in East Africa where cattle serve as prestige indices and are a net drain on the 


owner. 
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party in government that agrees to service the needs of society via 
parliamentary structures serves a twofold purpose. On the one hand 
it draws into positions of responsibility the very individuals who would 
initiate orientational disruption (given “backward” economic status 
and a large schedule of wants). On the other hand, with this responsi- 
bility, the lines of communication and response from central to local, 
rural, and municipal political authorities enhance the possibilities of 
explaining, discussing, and generally increasing local participation in 
the affairs of society through official structural channels such as local 
councils and through party channels such as in branch meetings. The 
pattern of authority can be clearly articulated, with the party using 
its prestige to promote greater understanding of developmental prob- 
lems, while the local structures of authority increasingly are institu- 
tionalized on instrumental grounds. The patterns and interplay of 
relationships that characterize party government in parliamentary 
structures are less and less remote, though nonindigenous, and the re- 
ciprocal basis of change and interaction is subject to calculation, plan- 
ning, and scheduling. The great danger is, of course, that a rapidly 
deteriorating situation can create havoc in which no calculation or 
planning is possible. In such circumstances, democratic government 
is not possible either. In the Gold Coast, as in many areas of the world, 
while economic considerations pose crucial problems for government 
on a technical-managerial-financial level, they pose even greater po- 
litical problems on an orientational level. 

One of the principal factors in the development of a nationalist move- 
ment, in which individuals break out of the intimate and localized 
associational grouping to join a larger collectivity organized around 
nationalist objectives, has been a kind of accelerator principle at work 
in colonial areas. The input of Western distributive agencies and 
Western commercial instrumentalities speedily arouses demand for 
the products and social relations of industrial life. Standards of satis- 
faction and utility are changed. Meanwhile, the inability of the colonial 
government (and private commercial organizations) to maintain a 
rising level of satisfaction equal to changing demand is taken as visible 
evidence of the exploitive character of the colonial regime, giving a 
far more powerful character to nationalism than could emerge from 
vague slogans pertaining to liberal values of freedom and equality. 
The potential instability and the disruptiveness that occurs with such 
an acceleration of demand and shift in goal orientations serves to stim- 
ulate and canalize political action. 
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However, once the regime symbolizing achievement in such matters 
is awarded political office, the very problems it helped to identify 
remain to plague it. At an operational level, some immediate rationali- 
zation of production and distribution is essential if the resources of 
the country are to be put to efficient use, and if standards of perform- 
ance are to be sustained at a level consonant with the effectuation in 
the “bush” of central governmental decisions. Rationalization means 
disturbing the economic agencies already institutionalized. Petty 
traders vote, and do not like to have their livelihoods disturbed. Fish- 
ermen have their associations and political followings all along the 
coastal areas. Indeed, one recent member of the Legislative Assembly 
was elected partly because he was a secretary to a large fishermen’s 
association.” Such groups are not geared to the tempo of freight-car 
loadings, ship sailing, lorry schedules, and bulk purchasing, storing, 
and distribution, required by a more systematic national exchange 
pattern. Finally, few Africans can meet the terms that banks require 
for loans, and fewer think in terms of savings or amortization. Nor can 
the government force such changes in thinking. 

To the extent that the structural arrangements involved in produc- 
tion are governmental, they form the substance of politics in the pri- 
mary decision-making instruments of government. Accordingly, we 
can return to our original question. Is it possible for an underdeveloped 
area to construct democratic parliamentary organs as the means of al- 
locating central political authority in a society simultaneously with the 
pursuit of rapid economic development? Our answer is that it is im- 
possible to do otherwise. This is particularly important, if our dis- 
cussion has any meaning at all, in dealing with areas where traditional 
authorities are both structurally and orientationally suited for an en- 
tirely different type of social life. To promote rapid economic develop- 
ment of this sort will incur drastic changes in the allocation of authority 
in society, whether or not that is the goal. Equally, shifts in political 
structure and orientation presuppose changes in economic terms as 
supporting requisites. It is in this regard that the crucial orientational 
factors again become of overwhelming importance in analysis. It can, 
therefore, be expected that with “reformist” regimes having few sub- 
stantial supports in society, a proposal to promote rapid change opens 





29It might be added that such fishermen’s societies are not products of secular economic 
patterns, as are co-operatives; rather they are traditional organizations somewhat similar to craft 
groups, but with political and religious features as well, which are now reinforced by serving 
some secular purposes such as insurance, lending, and so forth. 














Index to Volume XIV 427 


the door to a range of reciprocal responses, which may rapidly grow 
into social revolution. On the other hand, if a powerful nationalist 
movement is seeking rapid and radical shifts in social life, in so far 
as some prospects for political democracy are a part of its program, 
it must have a single-minded devotion to using agencies of parliamen- 
tary government as a means to effective economic decisions. Mean- 
while, predominantly economic issues serve very well to focus secular 
and rational standards as guides to effective action in both the struc- 
tures of government and the structures of interrelationship under- 
going change in society at large.* 

In these ways the Gold Coast is perhaps indicative of how economic 
and political factors depend upon one another if the secular govern- 
ment is to be strengthened and if the country is to consolidate its politi- 
cal gains in economic terms. To the degree that the reciprocal-orienta- 
tional aspect of such development is a general phenomenon, then the 
Gold Coast is a good example of the complexities, the consequences, 
and the promise provided by contact with Western political and social 
life for underdeveloped areas. 

Davww E. Apter, Northwestern University 





30 This is not to say that traditional social life operated on the basis of nonrational criteria 
but to point out that the range of factors considered germane to the solution of problems and 
the patterns of logical choice in British-type conciliar organs are intimately related, as are 
logical choice and economic efficiency. 
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Technology. 
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think for themselves. At the same time, the analysis is rigorous enough to 
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